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THE ANNUAL MEETING OF THE ROYAL ECONOMIC 
SOCIETY : THE PRESIDENT’S ADDRESS 


Tue forty-second annual meeting of the Royal Economic 
Society was held at the London School of Economics on the 
26th of May last: the President (Professor H. 8. Foxwell) being 
in the chair. A large company of members was present. 

The accounts for 1932 and the Auditor’s report were received 
and approved; and the Officers and Council of the Society for 
the current year, as nominated by the outgoing Council, were 
declared elected without opposition. Professor Foxwell, the 
retiring President, was added to the list of Vice-Presidents, and 
Professor Edwin Cannan was elected his successor. 

Before the transaction of the above business, the President- 
elect (reviving the practice of a Presidential Address on the 
occasion of the Society’s Annual Meeting, after its intermission 
for a considerable number of years) read the following address 
on The Demand for Labour. 





THE DEMAND FOR LABOUR 


Ir everything were as it should be, the demand for labour 
would be too elementary a subject for me to take in addressing 
the Fellows of the Royal Economic Society in the forty-second 
year of its existence. But it is a melancholy fact that the forty- 
one completed volumes of the Society’s JourNAL have not 
succeeded in producing any considerable improvement in the 
mind of the public in connection with this matter. Within the 
last few years the governments of two great countries have 
actually congratulated themselves on the fact that the demand 
for labour had increased along with the increase of population, 
as if that were something unusual; a British Cabinet Minister 
supposed to be in charge of Employment has entreated pensioners 


and owners of property (other than his wealthy colleagues) to 
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get out of their jobs to make room for the unemployed; and 
eminent statisticians have found great comfort in the declining 
growth of population, being apparently under the impression 
that the smaller the population is, the less likely is it to come 
up to the amount of employment. 

The whole trouble arises from the failure of the public to 
realise that labour as a whole produces all sorts of things, and 
that this prevents human appetite from being satiated at an 
early stage by an increase in the whole produce of labour in the 
same way as it is satiated by an increase of any particular 
product. 

In spite of the jeers of those who find that Robinson Crusoe’s 
moccasins pinch their feet, let us proceed from the simple to the 
more complicated by asking ourselves in the first place what 
would happen if there were no sort of communication between 
individuals. 

In that case the number of workers would coincide exactly 
with the number capable of work, for the very cogent reason that 
nobody could live without employing himself. Stark necessity 
would drive every one to work to some extent—in fact, a very 
considerable extent—and beyond this he would work for just as 
long as seemed to him worth while. He could not possibly 
imagine himself as “‘ wanting work”; his feeling would always 
be that he had far more work than he wanted. ‘The more persons 
capable of work there were, the more work would there be. No 
observer, not even one coming from the midst of our more com- 
plicated and confusing organisation, could suppose that in such 
conditions there would ever be any danger of “ the demand for 
labour falling short of the supply and leaving would-be workers 
unemployed.” The demand for labour would always absorb the 
whole supply, and “employment,” in the sense of number of 
persons employed, would simply be equal to the number of persons 
able and willing to work. The unable and unwilling would be 
dead. Defoe never depicts his Robinson Crusoe as in want of 
a job. 

Nor does he suggest that if there had been a hundred survivors 
from the wreck instead of only one, they would have sat on the 
shore and said: ‘“‘ Our teeming population is too great for the 
work to be done; we must have an eight-hour instead of a ten- 
hour day, or else put twenty of us on the unemployed register.” 
It might be more difficult for a hundred to subsist on the little 
island than it was for one, but that would suggest working more 
rather than less. 
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The situation would not be altered by the hundred persons 
deciding to co-operate by dividing themselves between the 
different classes of labour. 

If the first attempt to distribute the hundred workers between 
the different tasks provided jobs for only eighty of them, this 
would be promptly corrected either by distributing the surplus 
twenty among the occupations already staffed, so as to give the 
society a little more of the products of all or some of those 
occupations, or by starting them on the production of some new 
products—or, of course, thirdly and more probably, by a 
combination of these two methods. 

If somebody from our present Ministry of Labour arrived 
and asked the Directors of the society, “‘ Don’t you find it difficult 
to keep so many people in employment?” they would answer, 
“Certainly not; we want a lot more things than we have. Of 
course if we were very much better off than we are, it might not 
be worth our while to work as hard and long as we do, ‘but that 
would not be what you would call a difficulty in finding 
employment.” 

Whether such a society worked under conscious direction 
—autocratic or democratic—or worked by way of countless 
individual bargains and contracts, would not matter at all. The 
system of co-operation by individual agreement could only come 
into existence gradually, owing to individuals finding that they 
could get more by exchanging services than by working each in 
isolation, and we cannot imagine anyone complaining that he 
had been “ thrown out of work” or “deprived of his employ- 
ment’ when he improved his condition by concentrating on a 
special kind of labour. A person who gave up making his own 
clothes and going a long distance to the salterns to fetch salt, 
because he found he could get clothes and salt more easily by 
increasing his agricultural output and selling the addition for 
clothes and salt, would scarcely be likely to complain of “ loss of 
employment.” 

Expansion of the co-operating circle would present no diffi- 
culty. There would be no obvious “ vacancies” for additional 
workers, but to say that therefore no new workers could be 
received, would be like saying that a tree cannot grow because 
there are no obvious vacancies on the trunk for new branches, 
nor on the branches for new twigs. Of course if would-be recruits 
fell down from heaven at the rate of a hundred thousand a week 
on some Stow on the Wold or Bury St. Edmunds, and declared 


that they were skilled mustard-makers, and mustard-makers they 
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must always be, they could not all be employed. No cheapening 
of mustard, no “ publicity campaign,” however aided by fictitious 
“Mustard Clubs ” and “ Barons de Beef,” would suffice to enlarge 
the demand for mustard to the necessary extent. But if we 
imagine the recruits arriving, as they do in real life, in the shape 
of boys and girls spread all over the area, and becoming adolescent 
workers under the care and influence of their parents and friends, 
who push them into the various occupations wherever the most 
promising openings present themselves, we can see that the 
expansion of the different classes of employment would be 
sufficiently simultaneous to secure an all-round increased demand 
for goods and services to meet the increased supply. It is clearly 
wrong to assume, as the less instructed members of the public 
are apt to do, that because increase in the amount of mustard or 
of any other single product makes it more difficult to sell the 
whole of that product, therefore an increase in the amount of all 
products will make it more difficult to sell them all. When one 
is increased alone, the value of it necessarily tends to fall, because 
it is more plentiful relatively to other things. But when all are 
increased, there is no tendency for all to fall in value, because the 
increased plenty of each is counteracted by the increased plenty 
of the others. 


It would not be from expansion of numbers that unemploy- 
ment might be feared, but from dislocations inside the co-operating 
circle. A cessation or diminution of demand for some product, 
or a discovery of some improved method of producing it, might 
render it impossible for some or all of the persons who had become 
specialised in a particular occupation to continue to be employed 
init. These persons would not go back to the old non-co-operative 
way of living, because the condition of persons inside the 
co-operating circle would have become so obviously superior to 
that of those outside that no one would willingly try to live in 
isolation. Anyone thrown out would prefer to cadge on those 
remaining in; he would say he was “ willing to work but unable 
to obtain employment.” 

But a better possibility than either going back to self-support 
or cadging on others would clearly exist in a redistribution of 
employment between the different kinds of labour. 

Owing to the shortness of working lifetime, much redistribu- 
tion of the working force between different occupations could be 
effected in the course of a few years without any individual being 
required to change his occupation. Human beings begin to work 
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in their teens and drop out at various times, most of them within 
sixty and nearly all within seventy years. If we put the average 
duration of working life at forty years, and suppose the population 
stationary, 2} per cent. of the workers would be dropping out 
per annum and being replaced by an equal number of recruits. 
There are few occupations which could not be wiped out in less 
than sixty years simply by a cessation of recruiting, and without 
anyone being obliged to leave unless by infirmity or death. 

It is worthy of notice that the mutability of the working 
force owing to the shortness of working life, while thus making 
redistribution easier when population is stationary, makes it still 
easier when population is increasing. This can best be shown 
by a numerical example: if when the population is stationary 
each member of it reduces his consumption of some product 
by 10 per cent., the aggregate consumption of that product 
will fall 10 per cent.; but if the population has increased a little 
over 11 per cent., a 10 per cent. reduction of consumption per 
head will leave the aggregate consumption undiminished, and no 
diminution of the number of workers producing the article will 
be required. 

Nevertheless, changes would often be sudden and large enough 
to require that the redistribution should be carried out in part 
at least by a transference of living individuals from one occupation 
to another, and difficulty would be involved in this transference. 

Often the reduction of demand for one particular kind of 
labour would be necessarily accompanied by an increase in the 
demand for another kind, and sometimes the new kind would be 
easily undertaken by persons accustomed to the old. If, for 
example, horses were superseded by automobiles, the demand 
for horse-drivers would diminish, but it is easy for a horse-driver, 
if not addicted to drink, to become an automobile-driver. In 
such cases redistribution would be easy, but it might present 
great difficulties in other cases. If straw hats went out of fashion, 
and felt hats took their place, the straw-hat makers would find it 
difficult to “‘ take to ” felt-hat making, which is a very different 
kind of art. Besides, the two arts might have been carried on in 
different places, the straw-hat making in a Luton, and the felt-hat 
making in a Stockport; the change of fashion might come sud- 
denly, so that the felt-hat making would draw all the necessary 
recruits from the neighbourhood of Stockport before the straw- 
hat makers of Luton realised that their trade was dead. In such 
cases the workers in the superseded trade would not, like the 
horse-drivers, find a new and possibly more lucrative employment 
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obviously calling for their services. They would find it difficult 
to move to Stockport, and if they succeeded in doing so after 
some delay, they would by that time find no vacancies in the 
felt-hat industry even if they were competent to fill them. If 
they started felt-hat making at Luton when the industry at 
Stockport was already supplying all the new demand, the trade 
would be over-supplied; more felt hats would be produced than 
people would demand even if they could buy them cheaper. 
Some pessimist economists would look round despairingly and say 
there was “ no evidence of vacancies for workers anywhere.” But 
in fact there would be vacancies, because the felt-hat industry at 
Stockport would have attracted persons who would have been 
employed in certain other industries if there had been no change 
of fashion. A small drift of industry all the way to Stockport 
from Luton would then relieve matters, the Luton straw-hat 
makers being widely distributed among all the industries a little 
depleted by the increase of felt-hat makers at Stockport. 

Pressure, of course, would be necessary, but it would be applied 
by the prosperity of the Stockport and the adversity of the Luton 
hat-making, each of which would be shared to some extent by the 
other trades in the neighbourhoods of Stockport and Luton. 

To the pessimist economist an even more desperate situation 
would seem to arise when something occurred which altogether 
wiped out the demand for some product without obviously putting 
an increased demand for some other product in its place. Thus 
we might imagine not that straw hats were superseded by felt 
hats, but that all hats and other head-coverings were superseded 
by bare heads in consequence of fashion decreeing that hats shall 
no longer be worn. Where, the pessimist would ask, are there 
any vacancies now? But the answer would almost obviously 
be: ‘The community, or rather the individuals of which it is 
composed, having no further need for hats, all that they formerly 
gave for hats can now be given in exchange for other products, 
and it is in the making of these products that the displaced hatters 
should look for employment. It is true that no single product— 
barring perhaps hair-oil and remedies for sunstroke—is indicated 
as more necessary than before, but the demand for most things 
is more or less elastic, so that people’s means being enlarged by 
their not having to pay for hats, we may be sure that they will 
slightly enlarge their purchases of a good many other things if 
the displaced hat-makers distribute themselves judiciously over 
the remaining field of industry, increasing most largely the 
produce of various things for which the demand is most elastic, 
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and also perhaps starting the production of some entirely new 
services or commodities.” In practice this would mean the 
displaced hat-makers spreading themselves very widely, with a 
decided bias in favour of luxuries as against necessaries. It is 
obvious that spreading would be necessary; to put all the hat- 
makers into the manufacture of any other single article would 
multiply it till its value fell so much as to make earnings in it 
disproportionately low and perhaps below the level of bare 
subsistence. The bias in favour of luxuries as against necessaries 
would be required, because in regard to necessaries people are 
always nearer the point of satiety than they are in regard to 
luxuries. Indeed, if “‘ necessaries”? were only used in literally 
necessary amounts and qualities, we could say that everyone 
alive proved by the mere fact of being alive that he had all the 
necessaries of life in sufficient quantities, and therefore that, 
except for the increase of population, no increase of necessaries 
was wanted at all. In fact, a certain excess and elaboration of 
necessaries are enjoyed; one pair of braces may be a necessary 
of life, but there is some convenience in having as many pairs as 
one has trousers, and some people are believed to find an esthetic 
pleasure in wearing beautiful braces. Consequently it would not 
be true to say that since the unemployed as well as all other people 
were already fed and clothed, none at all should be drafted into 
the production of food and clothes, but it remains true as a 
general rule that more room would be found in the luxury trades 
than in the necessary. So, in the simple state of things which 
we have been supposing, it is clear that there would be no limits 
to employment except those imposed by the number of potential 
workers and their willingness to “‘ go anywhere and do anything ” 
on such terms as could be got. Unemployment would occur, but 
would be the result, not of there being too little work to go round, 
but of circumstances which caused some persons to offer to 
produce things or services on terms which the rest did not think 
good enough to be accepted by themselves. Ex-hatters would 
be out of employment if they persisted in offering to produce 
hats when people had decided that it was better to do without 
hats, or if they persisted in asking more for some other kind of 
labour than the consumers, potential and actual, of the product 
of that labour thought it was worth. 

The source of employment would remain what it is in the case 
of isolated individuals—the desire of man to satisfy his needs. 
But while the isolated individual satisfies his own needs directly 
by his own labour, each of the associated individuals would satisfy 
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them by the indirect method of satisfying other persons’ needs, 
and having his own satisfied by what he got from them in 
exchange. When they failed to agree in the bargain, unemploy- 
ment would appear. 

Now is this Robinsoniad, as I am sure some of you will 
contemptuously call it, utterly unlike what we have to face in 
real life ? 

Real life is not nearly so unlike as it appears at first sight. 
To talk of the thousand million workers in the world as having 
arranged terms on which they will work for each other, certainly 
seems a little unreal. Human imagination boggles at the task 
of conceiving what would happen if we all lost both our memories 
and our records and had to start afresh, each of us having to 
come to an agreement with all the others who might want his 
services or be prepared to serve him. But we never need a fresh 
start. The beginning was made ages ago when population was 
sparse and facilities of transport were trifling, so that each man 
had few neighbours and little chance of serving and being served 
by people at a distance. It is only by a very gradual process 
that the little circles within which co-operation was possible have 
widened till they have cut into each other and produced an 
organisation which covers the whole earth, and is so complicated 
that it is quite exceptional for anyone to have more than a vague 
impression of the thousands of men and women in all parts of 
the globe who have contributed their mites of labour to the 
production of the food which he eats and the clothes which he 
puts on, and it is unusual for anyone to have very much more 
knowledge of those whom he serves directly and indirectly and 
who may sometimes be as numerous as those who serve him. 
Moreover, though the body of persons in economic co-operation 
cannot, any more than the human body, be resolved into the 
atoms of which it is composed, and be reconstituted in a new 
form, old atoms are continually going out of it, and new atoms 
are continually coming into it, so that the complicated mutual 
agreement is constantly subject to gradual modification. There 
does not seem to be the smallest ground for the common belief 
that under existing conditions increase of population can outrun 
increase of employment. The additional workers make employ- 
ment for each other just as much as they would do in our supposed 
simple state. 

As far as those are concerned who work, as we say, “ on their 
own account,” for purchasers of their products or services rather 
than for ‘‘ employers ” in the ordinary sense of that word, there 
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can be little doubt or difficulty. When we see in a growing town 
or suburb the new brass plate of a fresh doctor or dentist, the 
new shop-front of a fresh butcher or grocer, and the new board 
of a one-man garage or a one-woman laundry, we do not doubt 
that these people are working for each other, and that the increase 
of persons of working age willing to work for each other and 
successful in agreeing about thé terms on which they will do so 
has been the cause of the increased employment. Unemployment 
may appear for just the same reasons as in our supposed simple 
state. If a doctor puts up his plate where nobody is ill or where 
everyone already has sufficient medical attendance, and if a 
laundress offers to wash only at prohibitive prices, such persons 
will fail to get employment, but their failure will not show that 
the organisation is closed against all recruits, but only that, the 
doctor and the laundress are not offering the right kind of work 
on acceptable terms. . 

The fact that some or all of these independent workers have 
to use instruments which are private property—“ capital,” as 
most economists call it—does not destroy the argument. If the 
property is their own, those that are better provided with it will 
be able to produce more or better products, but there is nothing 
in this to alter the demand for labour. If we suppose that some 
of the workers have not sufficient property of their own, and 
therefore hire instruments from others, as farmers hire land from 
landowners and as cab-drivers used to hire cabs from cab pro- 
prietors, or if we suppose them to borrow money from others to 
buy such things, there is still no reason for supposing that new 
limits to the amount of employment will be introduced. Workers 
who borrow in this way will indeed have to share the produce 
with the owners of the property, but that is all. 

Difficulty only seems to arise when a somewhat different 
method of co-operation is adopted as between the workers and 
the owners of property. Instead of workers paying owners of 
property an agreed rent or hire for the use of it and having the 
whole of the produce either for their own consumption or for 
exchange for other things and services, the workers may agree 
with the owners of property to work more or less under their 
direction, using their land or instruments, and abandoning to them 
the whole of the produce in return for agreed wages or salaries. 

Now though the truth has been much obscured by verbose 
sophistries, it is easy to see that no new limit to employment can 
be introduced by the workers contracting with owners of property 
to work for an agreed sum and to let the owners of the property 
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have the produce instead of contracting to give the owners a 
fixed rent and keeping the produce for themselves. The difference 
is that under the first system the workers take the residue after 
paying the owners what has been agreed upon, and under the 
other system the owners take the residue after paying the workers 
what has been agreed upon, and there is no reason to suppose that 
this causes the amount of employment to be limited by capital 
or anything else. 

What can be said is that when, instead of bargaining directly 
with the consumers of their products, large numbers of persons 
are employed by intermediaries,t unemployment is likely to be 
somewhat greater, because the persons so employed are less likely 
to adapt themselves quickly to the needs of varying situations. 
When a person is offering services to an employer who re-sells to 
the consumers, it is much less obvious to him that in order to 
keep in employment he must produce what the consumer wants 
at a price which the consumer will pay, than it is when he is 
offering goods or services directly to the consumer. His bargain 
now has to be made with the employer, and he is naturally apt 
to concentrate his mind on the fact that within certain limits he 
can get more by squeezing the employer, and to give too little 
weight to the fact that the employer will not be able to sell more 
than certain amounts at each step in prices, the amounts diminish- 
ing as the price rises. He will always be inclined to say at first 
that the employer’s residue is too large. If that is disproved by 
a demonstration that as a matter of fact it is very small, or even 
negative—a loss, in fact—he will fall back on an assertion that the 
business is badly run, or that the employers are not getting as 
good prices as they might do if they were better bargainers or 
did not compete so vigorously. If he is one of a large number of 
persons either employed by the same employer or employed 
under uniform standard terms by a number of employers, con- 
versation with his colleagues is likely to confirm his belief that 
the difficulty could be removed by better management, and if he 
and his colleagues are members of an organisation of which the 

1 T use the neutral word ‘‘ intermediaries ’’ rather than “ capitalist-employers ”’ 
because there are now, growing in number and importance, intermediary employ- 
ing bodies which are not owners, but only borrowers of the capital used in their 
business. Such are distributive co-operative societies and many port authorities 
which pay an agreed rate of interest on the capital lent to them and give whatever 
surplus over expenses there may be to the customers, either by way of dividend 
on purchases or by reduction of charges or by improvement of facilities. Govern- 
ments, national and subsidiary, fall into the same category when they work a 


service ‘‘on business lines’’ so that the charges which they make cover expenses, 
including interest on borrowed capital, but do not yield a profit beyond or above. 
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principal business is to make the best possible bargain for its 
members, he and they are likely to hear the arguments which can 
be put forward in their favour more often and more trustfully 
than those which tell on the other side. 

In this way the natural reluctance of the individual to leave 
his occupation and adopt another is made greater than it would 
be in a simpler state. Mobility is further reduced when the 
workers’ organisations in flourishing trades hamper the admission 
of recruits to those trades by restrictions on learners and insistence 
on standard uniform wages. ‘Transference from a declining to a 
flourishing industry is clearly hindered if adult persons cannot 
be employed in the flourishing industry unless they have been 
apprenticed to it in youth, or must be paid full standard 
wages while they are still inexperienced and consequently 
inefficient. 

Opinion may differ about the exact importance of these 
obstacles to mobility, but that they are of considerable~practical 
importance is certainly suggested by the fact that the unemploy- 
ment of ordinary times is much greater in the occupations in 
which people are employed by intermediary individuals and 
institutions than in those in which they work directly for the 
consumers, whether they sell services or goods. 


“This line of argument,” it may perhaps be objected, “is 
plausible as an explanation of the manner in which the doctrine 
of ‘ there is room for all in industry ’ may be reconciled with the 
existence of unemployment in particular trades, but it does not 
account for depressions in which unemployment is general. 
Employment is certainly never uniformly bad in all trades at 
once—in some it is always better than in others—but it is often so 
widespread that it cannot be attributed entirely to want of 
mobility.” 

But general unemployment is in reality to be explained almost 
in the same way as particular unemployment. In a particular 
employment, provided demand for its product is elastic, more 
persons can be employed if they will work for less remuneration. 
In all employments taken together, demand is indefinitely elastic, 
and consequently indefinite numbers can be employed if they do 
not ask for too high a remuneration. General unemployment 
appears when asking too much is a general phenomenon. 

It seems unlikely that such a phenomenon could appear in 
our supposititious simple state. If A was expecting much more 
than he could get from B, he would be disillusioned when he found 
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that B had equally extravagant expectations of what he could 
get from A. 

But when nearly all bargains are made in terms of money, 
and incomes are universally reckoned in money, general illusion 
is easier and disillusionment is not likely to come so quickly. It 
becomes much easier to expect more than can be got, and it 
takes longer to discover the mistake. When A and B, instead 
of exchanging their products directly, both sell them for money 
in the market and do not come face to face, their extravagant 
pretensions are not confronted with each other. Each imagines 
himself as getting money from an impalpable entity called “ the 
consumer,” whom he credits with infinite means of payment, 
rather than as bartering his own product for the products of other 
people. The terms on which he parts with his product depend, 
in fact, just as much on the purchasing power of the money he 
receives as on its amount, but it is very seldom that he fully 
realises this. Everyone who produces and sells some particular 
kind of goods or services naturally watches the prices of the 
things he sells more carefully and intelligently than the prices of 
those which he buys. The things which he sells are his specialty 
and are small in number; those which be buys are a multitude, 
and each of them taken separately is only a part, and usually a 
small part, of his expense. Their prices seldom move all in the 
same direction at once, and if they do, they never do so all at 
exactly the same rate, so that to make out what is the rate of 
movement of the whole is by no means easy. Therefore producers, 
with very few exceptions, take far more notice of changes in the 
amount of money which they get than they do of changes in the 
amount of things which they can buy with the money when they 
have got it. Nearly everyone is more pleased with a rise of 
10 per cent. in his money-income than he is annoyed by a co- 
incident 10 per cent. rise in the price of the things he buys, and 
nearly everyone is very much more annoyed by a fall of 10 per 
cent. in his money-income than he is pleased by a coincident fall 
of 10 per cent. in the price of the things he buys. 

Consequently, when a variation in the general purchasing 
power of money is taking place, the readiness of people to co-operate 
on the terms which they offer one another is very seriously affected. 
If the variation is a fall in the value or purchasing power of 
money, their readiness, as a whole, is increased, because those 
who buy services with the intention of selling the products of those 
services are made more ready to buy them by the expectation of 
their profit on selling being improved by the intervening rise of 
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prices. Their greater readiness to buy the services is not at once 
counterbalanced by an equal increase of reluctance to sell in the 
minds of those who render the services, because these persons, 
accustomed to reckon their economic welfare by their money- 
income, are slow to grasp the fact that their real income is being 
reduced, and so do not at once insist on their money-income 
being raised sufficiently to ‘prevent this worsening of their 
condition. 

On the other hand, when the variation is a rise in the value or 
purchasing power of money, the readiness of the intermediaries 
to buy services is diminished by the expectation of themselves 
realising lower prices, and the diminution is not counterbalanced 
by an equal increase of readiness to sell the services, because the 
sellers of services—wage-earners and salary-earners—accustomed, 
as I said before, to reckon economic welfare by money-income, 
are slow to recognise that a somewhat diminished money-income 
will give them as much real income as before. ~ Their refusal to 
accept lower money-earnings knocks out the demand of some of 
the weaker employers altogether, and causes the stronger to 
reduce their staff, and this creates such widespread unemployment 
that we call it general, though of course it is not universal, since 
some trades will be expanding in consequence of special causes 
which alter the relative position of occupations. 

I have never been one of those who believe that great incon- 
venient changes of price-level are as unavoidable as changes of 
weather, and I am convinced that the present trouble is due to 
the reigning school of monetary experts having mixed up the rate 
of interest and the purchasing power of money in such confusion 
that they no longer know how to maintain or raise a price-level, 
while the Treasuries, which know very well, are afraid of medicine 
of which an overdose is so easy. But this does not in the least 
invalidate my thesis that the demand for labour is indefinitely 
extensible with the number of persons able and willing to work 
for a remuneration compatible with the conditions of the time 
and place. It does not in the least impugn the truth that general 
unemployment is the result of a general asking too much. It 
only means that those who are asking too much have been led 
into doing so unconsciously. 

“What is to be done if the world is too stupid to prevent 
great declines of price-level ? ” 

In that case, it should learn to submit to declines of money- 
incomes without squealing. Money-profits should be allowed to 
fall without subsidies and protective duties being called in to 
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support them. So-called “ fixed interest”? should be allowed 
to be eaten away by defaults and stoppages without too much 
attention being given to the injustices involved. Money-wages 
and salaries should be allowed to be reduced without resistance 
to the reductions being backed by the State and public opinion. 

If I may be allowed to add a word specially appropriate to 
the present moment, I would say the public should learn to 
distinguish between the false “economy ” effected by stopping 
quite desirable work without putting any other in its place, and 
the real economy effected when rates of pay are reduced so that 
more persons are employed and production increased. 

Epwin CanNnAN 
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NEW ZEALAND’S ECONOMIC DIFFICULTIES 
AND EXPERT OPINION 


ALTHOUGH favoured in the early stages of the world economic 
depression by satisfactory export prices, New Zealand was later 
drawn into the vortex, when her export prices fell and overseas 
borrowing was suspended for a time in 1931. There was little 
outward sign of trouble in the middle of 1930, when the Australian 
situation was being investigated by Sir Otto Niemeyer and 
Professor Gregory. ‘The reason was obvious, though neither of 
these authorities appeared to draw the attention of the New 
Zealand authorities to it during their brief visit to the Dominion.! 
Consequently, there grew up in New Zealand the opinion that 
Australia’s difficulties were primarily due to unsound internal 
policy from which New Zealand was immune. This view was 
held widely even as late as the middle of 1931, though at that time 
there was ample evidence to the competent observer that the 
economic blizzard had long since commenced its devastating 
influence upon New Zealand industry and finance. Some mea- 
sures had been taken to adjust conditions to the fall in export 
prices. Thus wages were reduced by 10 per cent. by the Arbitration 
Court, economies in the Public Services, including a 10 per cent. 
cut in salaries, were made, and mortgagees were given some 
relief from foreclosure and payment of interest under certain 
conditions. But major measures were not considered necessary, 
and the original Treasury estimates that revenue from taxation 
could be kept at the former figure of £18-4 m. by additional 

1 By the middle of 1930 the fall in export prices had been only 20 per cent. in 
gold, and overseas borrowing had not been interrupted. There was consequently 
little disturbance to national income. The date at which different materials fell 
in price marks the beginning of the difficulty for the countries producing these 
materials. Thus the League of Nations in the Course and Phases of the World 
Economic Depression, p. 233, remarks: ‘‘ This is one reason why British Malaya, 
Java, Australia, the Argentine, Canada and Brazil belong to the group of countries 
which have been specially hard hit in the last two years. Similar differences 
exist between the various semi-manufactured and finished commodities. Coun- 
tries which are much dependent on the export of cotton and wool textiles have 
suffered more than those with a large export of electrical equipment, pulp and 
paper. It is also noticeable that animal-exporting countries, such as Denmark, 
the Irish Free State and New Zealand, have been in a relatively favoured position, 


at all events up to the beginning of 1931, owing to the fact that until that time the 
percentage decline in the prices of animal foodstuffs was no greater than that of 


maize and oilcake.”’ 
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income tax, customs duties and post office charges were symptom- 
atic of official opinion. When I visited the Dominion in August 
1931, the Treasury was confident that its estimate would be 
realised, despite the overwhelming evidence of a falling national 
income and a severe decline in imports. Six weeks later the 
Budget had to be revised to cope with a further anticipated 
deficit of £1-5m. The year ended on March 31, with a deficit of 
over £2 m., though reserves to the amount of £1-5m. had been used 
to sustain the revenue. It was a typical Budget crisis faced by a 
Treasury in a typical way by increasing taxation, reducing 
expenditure and using reserves. Little was done to promote any 
fundamental reorganisation of the basis of the Budget or to main- 
tain the money value of the national income through operating on 
the price level. On the contrary, there was a fundamental belief 
in the virtue of deflation, and this belief was later confirmed in 
opinions cabled from London by the two distinguished overseas 
visitors, Sir Otto Niemeyer and Professor Gregory. Yet at the 
very time when this advice was being given to New Zealand these 
two experts were witnessing a fundamental change in Great 
Britain’s monetary policy, where the Treasury and the Bank of 
England were preparing to keep up British prices by preventing an 
undue appreciation of the pound in terms of dollars. Even the 
economists of New Zealand and Australia were aware of this fact, 
and when an expert committee of three New Zealand economists, 
and one Australian together with the Secretary of the Treasury, 
were asked to advise the New Zealand Government, they naturally 
urged the Dominion to follow the example of the Mother Country. 
It is true that the Secretary of the Treasury dissented from certain 
sections of the report concerning the control of the currency, 
referring indirectly to the suggestions of the four real currency 
experts as ‘“ tinkering with the currency.” Yet their suggestions 
amounted to no more than the adoption of what Great Britain is 
now doing through the Exchange Equalisation Account. 

The Economic Committee, under the Chairmanship of Dr. 
James Hight, to whom so many economists in this part of the 
world owe a debt of gratitude for a sound early training, found 
that New Zealand was experiencing a drastic and sudden fall in 
the national income.!_ This was estimated to be £150 m. in 1929 
and was moving towards £90 m. at the ruling rate of exchange, 
10 per cent. below par with sterling. Such was the effect of the 
fall in export prices and the reduction in external borrowing. 


1 Report of the Economic Committee appointed by the Prime Minister 
(Government Printer, Wellington, February 1932). 
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With exchange at par with sterling, the national income would 
tend to fall to a little more than £80 m., because of the further fall 
in export prices. At a 10 per cent. exchange depreciation 
wholesale prices had fallen 10 per cent. between 1928 and 
December 1931, retail prices about 11 per cent., money wages 
about 12 per cent. and export prices 43 per cent. In terms of 
sterling, depreciated at that tithe by approximately 30 per cent. 
from gold, New Zealand export prices had fallen 47 per cent. from 
1928. In conformity with the movements in gold and sterling 
prices, New Zealand export prices continued to fall after the 
Committee had completed its work. The index of farm expendi- 
ture prepared by the Government Statistician was later shown to 
have fallen only 9-3 per cent. from 1928 to 1931. It is interesting 
to observe that all the indices—farm expenditure, wholesale 
prices, retail prices—fell round about 10 per cent. while export 
prices fell four times as much. It was this disparity between | 
export prices and other prices, which make up the costs of the 
farmer, that became the chief problem before the Economic 
Committee. It will be clear that New Zealand costs are very 
rigid, and that to bring returns and expenses on the farm into 
tolerably close agreement required a desperate effort. Further, 
New Zealand had for years been a heavy overseas borower, the 
net amount raised overseas in the period 1926-30 being about 
£5 m.perannum. The total direct income of New Zealand from 
overseas was thus £5 m. from borrowing, plus approximately 
£55 m. from exports. This total of £60 m. was in 1929 40 per 
cent. of the national income. The fall in export prices has 
reduced the value of exports from £55 m. to approximately £32 m., 
a loss of £23 m. To this must be added an increasing loss on 
account of overseas borrowing, which will necessarily decline. 
New Zealand prosperity had, indeed, like that of Australia, been 
based upon high export prices and heavy overseas borrowing. 
Though fortunate in not experiencing such a drastic fall in export 
prices as Australia, New Zealand has nevertheless suffered 
severely, and her whole economic system has been deeply affected 
by the change in the price level. 

The fall in national income naturally upset the Budget, and 
estimates furnished to the Committee showed a prospective 
deficit for 1932-33 of £9:26 m.1_ This deficit was due largely to 


1 The Treasurer, however, in his Financial Statement, April 7 last, estimated 

a shortage of £8-3 m., the difference being due mainly to an increase in the esti- 

mates of income tax of £:25 m. and a reduction in the cost of exchange remittances 

of £:7m. The last point is interesting. In Australia the Treasuries resisted the 
No. 167.—vou. XLIt. co 
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an estimated decline in revenue of £8 m. from 1929 to 1930, but 
the net increase in expenditure was £1-5 m. for this period. The 
Committee suggested that adjustable expenditure (excluding 
debt charges, exchange and unemployment) should be reduced 
by 25 per cent. on the 1929-30 standard, that unemployment 
subsidies should cease, and the total unemployment expenditure 
be obtained from a levy on wages and incomes, and an interest 
adjustment of 20 per cent. (either special tax or conversion loan). 
The total new savings from these suggestions would amount to 
£4m. New taxation, including a sales tax and increased interest 
from public services, would yield £2-6 m., leaving a deficit of 
£2-66 m. If the Hoover moratorium were extended, this deficit 
would be reduced to £2 m. The Treasurer proposes to bring the 
deficit down to this figure, but his methods differ from those of 
the Committee, mainly in respect of his treatment of interest on the 
internal public debt, upon which he proposes to levy a 10 per cent. 
stamp duty. 

The Economic Committee thought a deficit of £2-5 m. was a 
manageable amount, and that it should be met by the issue of 
Treasury Bills from the banks, but that the Budget should be 
balanced by 1934. The public does not know how much will be 
required in Treasury Bills this year. ‘They must be used to finance 
the deficit in the Budget, loan expenditure, some unemployment 
expenditure, to support the Post Office Savings Bank and to 
assist in the transfer of funds to London.? As regards the deficit 
in the Budget and unemployment expenditure, the Economic 
Committee arrived at the conclusion that these would be lightened 
by an exchange rate above parity or above the ruling rate of 110 





inclusion in the Budget of cost of exchange as a normal item of expenditure, 
though this practice has now been adopted. In New Zealand the Treasury uses 
borrowings in London to pay overseas interest and eliminates the cost of transfer 
upon this part of the overseas interest. Thus, the Treasury assumes that the 
pound (New Zealand) is the equivalent of a pound sterling, and that the addition 
of £5 m. in sterling to the national debt is not really £5-5 m. in New Zealand 
currency. If New Zealand policy is to restore parity with sterling, this practice 
may be satisfactory, but it is impossible to judge whether the New Zealand 
economic position will stand the strain of a return to parity with sterling, which is 
apparently the desire of both the bankers and the Treasury. For sound Budget 
practice the cost of exchange should be included in the Budget, and borrowing in 
London for public works should be shown as loan expenditure in New Zealand of 
the amount of New Zealand pounds obtainable with the sterling loan raised. 

1 The merits of a conversion loan to a lower rate of interest, which the Treasurer 
speaks of as amounting to “‘ a composition with our creditors,” were fully stated by 
the Economic Committee. In particular it would help to reduce the interest rate 
generally and would eliminate any problem of conversion. Over £26 m. of the 
internal debt held by the public matures during the five years ending March 31, 1937. 

2 In order to promote economy and sound finance, the Treasury Bills issued 
should be published monthly as in Australia. 
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per cent. The main reason for this vital and much-disputed 
conclusion was as follows. A higher exchange rate increases 
the value of exports in New Zealand currency, and, therefore, 
ultimately increases the money value of thenationalincome. The 
higher rate also increases the cost of interest on the external debt 
and necessary materials, but these increases in expenditure would 
be much less than the increased taxable capacity, on account of 
the higher national income. This conclusion has not been 
successfully contested, yet it is remarkable to find authorities like 
Sir Otto Niemeyer and Professor Gregory deploring the increased 
issue of Treasury Bills that would be necessary to finance the 
external debt service under a higher exchange. 

For other reasons a higher rate of exchange was favoured by 
the Committee. At 110 per cent. exchange export prices were 
approximately 60 compared with 1928 as 100, while farm costs 
were 90. A rate as high as 140 per cent. used by the Committee 
for illustration, would raise export prices only to 76. Even at 
this rate a direct reduction in costs would be necessary. The 
Committee suggested reductions of 20 per cent. in rent, interest 
and wages from the 1928 level. They proposed a double-edged 
policy. Export prices were to be sustained by a higher exchange, 
and costs were to be reduced by direct cuts. Some rise in sterling 
prices was hoped for to complete the process of adjustment, which 
would be impossible by deflation alone. 

There were two other reasons for suggesting a higher rate. 
First, the disparity between New Zealand and sterling prices was 
also serious. To bring New Zealand prices into conformity with 
sterling a drop of 33 per cent. was required. But as New Zealand 


1 A classic statement of the objections to the high exchange rate was made by 
Sir Otto Niemeyer before the Australian Loan Council in August 1930, when he 
stated that “‘ rising exchange rates prejudice the whole fabric of national finance.” 
This is doubtless true when a community deliberately sets out on a course of 
inflation during a period of normal movements in world prices. When, however, 
a primary producing country with rigid costs in the exporting industries ex- 
periences a drastic fall in export prices, a rising exchange rate may be the only 
means by which the fabric of national finance may be safeguarded. The ex- 
perience of Great Britain in the past six months is in itself sufficient to discount 
Sir Otto Niemeyer’s view, which still has great vogue in New Zealand. Similarly, 
Professor Gregory, in the opinion he expressed at the request of the Chairman of 
the National Bank of New Zealand, portions of which were published in the New 
Zealand press on February 25, argued that increased Treasury Bills would be 
required to finance remittances for the overseas debt, that an automatic expansion 
of the volume of credit and currency would follow and an increase in the New 
Zealand price level. This seems to me to be in complete disagreement with the 
facts. It would be true if overseas prices were stable or increasing. It cannot be 
true at the present time, as the history of every country with a high exchange rate 
has proved, because the high rate merely serves to prevent too severe a deflation 
in the country concerned, thus sustaining national income, Government revenue 


and the financial position of the farmers. 
cc2 
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had been a borrowing country, it had been possible to maintain 
prices at a high level, and therefore the fall required to establish 
real parity with sterling might be as much as 40 per cent., unless 
sterling prices rose. Deflation of this order could not be embarked 
upon with any prospect of success in an economic structure that 
had shown such price rigidity. The Committee, therefore, urged 
that the Dominion should not attempt the hopeless task of bringing 
about equilibrium by attempting to force down the price level by 
this amount.! 

Secondly, the effect of a widespread deflation on financial 
institutions would be serious. There is no need to labour this 
point. It has, however, special significance in New Zealand, 
where land values have been high and farming requires a good deal 
of working capital each year. Not only has the value of the land 
fallen so that many conservative first mortgages are not earning 
interest, but the price of farm stock has slumped even more 
severely, and farmers now find themselves heavily indebted to 
stock and station agencies which are not always able to supply 
working capital. A continuance of the present policy of de- 
flation must mean serious financial losses from which the banks 
will not be immune. Further, it must mean a decline in export 
production, because of less efficient management and shortage of 
working capital. 

Thus, apart from the trade balance, at the moment there were 
excellent reasons for arguing that a higher exchange rate would 
be in the best economic interests of the country. When Britain 
went off the gold standard, the New Zealand rate was 10 per cent. 
premium on sterling. Early in December, the Government was 
advised that it must cease short-term borrowing in London and 
arrange for the repayment of £4 m. of Treasury Bills. An ex- 
change pool was set up under which exports were licensed, and 
all proceeds had to be paid into the accounts of the banks in 
London.2 The rate of exchange was to be that fixed by the 
banks, but in case of dispute the Minister of Finance could 
determine the rate. The Treasury and the banks were willing 
partners to this arrangement, because it gave the banks complete 
control of the exchange market and the rate could be pegged 
down as the Treasury desired. There is evidence that one of the 
six banks doing business in New Zealand was averse to mainten- 
ance of a low rate, and preferred an open market in exchange. 


1 With 1927 as base the British wholesale index for 1931 (January to November) 
was 63-4, Australia 76-0 and New Zealand 94-5. 

2 It is estimated that normally about 15 per cent. of export business is done 
outside the banks. 
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This only made the other banks more keen on keeping the position 
in their own hands, and in this they were supported by the 
metropolitan press and the cabled views of Professor Gregory 
and Sir Otto Niemeyer already referred to.1 Both guardedly 
conveyed the impression that sterling prices would soon rise. 
Gregory spoke of the British price level being ‘‘ exposed to quite 
novel influence in the near future,” while Niemeyer thought that 
“ there is a possibility and signs of a change in tendency of world 
prices.” 2 They, therefore, counselled caution in exchange 
policy. What they ought to have said on this point was that they 
thought a rise in world or sterling prices was imminent, but that 
this must show itself in a rise of not less than 65 per cent. in New 
Zealand export prices if the traditional policy of the banks and the 
Treasury was to be successful, and New Zealand to return to par 
with sterling without grave hardship. Even then export prices 
would be 80 compared with 100 in 1928, and a permanent adjust- 
ment of considerable proportion would remain. Is it reasonable 
to hold out any hope to New Zealand that such a rise in export 
prices is possible even under the changed policy of the Treasury 
and the Bank of England, with which both Gregory and Niemeyer 
are out of sympathy when applied to New Zealand ? 

Perhaps the most extraordinary argument put forward was 
that by Gregory when he stated that the existence of a surplus of 
£7 m. in the balance of trade for the first eleven months of 1931 
robbed of a great deal of its weight the argument that the 110 per 
cent. exchange rate seriously over-valued the New Zealand pound. 
This is a flat contradiction of what Gregory teaches in his writings 
on exchange,® and it is contrary to all experience. That con- 


1 Professor Gregory’s opinion was given to the National Bank of New Zealand 
at its request, and Sir Otto’s appeared in the Press from some unknown source, 
presumably the New Zealand Treasury. For the conditions of exchange control, 
see Regulations published in New Zealand Gazette, December 22, 1931. These 
regulations remained in force despite the raising of the loan of £5 m., early in April, 
but were abrogated in July, 1932. For 1931 imports were approximately £25 m. 
and exports £32m,. Overseas obligations, including repayment of £4 m. Treasury 
Bills, were estimated at £14 m. Hence, assuming exports remained at £32 m., 
imports would have to fall to £18 m. compared with £49 m. for 1929. This could 
be done by raising the rate of exchange or rationing imports, and the banks preferred 
the latter. Professor Gregory had nothing to say in his opinion about the ultimate 
effects of the pegging of exchange and the over-valuation of a currency. He 
might well have referred the bankers to his own writings passim. 

2 In fact, the trend of both sterling and world prices has been downward 
since the opinions were given, and certainly New Zealand export prices have 
shown no indications of recovery. 

® See Foreign Exchange, Before, During and After the War, p. 83: ‘“‘If the 
price level of one country is higher than the price levels in other countries, then 
the condition for export from that country to the others is that the rate of exchange 
between its currency and that of the others should be such that the fall in the 
exchange should compensate for the rise in the internal price level. If the fall in 
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siderable aberrations from the purchasing power parity may be 
observed in the movements of the exchange rate over a period is 
well known. But this does not justify the view that export 
production will continue at a loss in a primary producing country.1 

Professor Gregory also gave encouragement to the view that 
wages, interest and rent would rise with a rise in the rate of 
exchange. This could be understood if New Zealand suddenly 
inflated while the rest of the world was enjoying a tolerably 
stable price level. But what grounds are there for supposing 
that any of these money costs could possibly rise when the 
community was being impoverished by a fall of 47 per cent. in the 
sterling prices of its exports in two years? What the local 
economists contended was that a higher rate would render less 
difficult the adjustments to be made in these costs. Yet with 
even a 40 per cent. rate a reduction of 20 per cent. in money costs 
would be necessary. In giving credence to a popular fallacy, 
Professor Gregory has not advanced the cause of pure economic 
science in this part of the world.? 

Finally, both Gregory and Niemeyer refer to inflationary 
borrowing on Treasury bills. They think that this tendency 
will be increased under a high rate of exchange, a point that has 
already been dealt with above. Should we not clear our minds of 
what we mean by inflation? When he was in Australia, Sir Otto 
Niemeyer urged Australia to balance her Budget in one year. 
I did not agree with the action of the Australian governments in 
rejecting Sir Otto’s advice almost in toto, but I would have been 
equally opposed to any policy that had attempted Budget balanc- 
ing in one year. Its deflationary effects would have been dis- 
astrous. I find myself in agreement with Gregory in his article 
in the Circular Letter of the Royal Bank of Canada of October, 1931, 
where he referred to the need for central banks to finance Budget 
deficits through central bank credits. This is not inflation, 


the exchange is less than sufficient to compensate the rise in the price level, exports 
will fall off. ...” See also Chapter III. of his Gold Standard and Its Future, 
written in November 1931. 

1 Thus Niemeyer spoke of the absence of any signs of a ‘‘ substantial diminu- 
tion in volume of New Zealand production at the present rate of exchange.” 

2 Professor Gregory remarks that some of the dangers of the passing on of 
costs would be mitigated if the banks could keep the general level of wholesale 
prices steady. He thinks this could be done only by credit policy, but I suggest 
that the present crisis has shown that the exchange rate is the more potent weapon, 
especially in a dependent and debtor country. Prices will be more stable with a 
high rate than at parity with sterling or under a low rate. Indeed, this is the very 
object of the high rate, as Gregory will surely admit from British experience in 
the crisis. In any case, his views of costs under a higher rate in New Zealand are 
in strange contrast to what he has written on the same problem in Great Britain. 
See Chapter IV. of The Gold Standard. 
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provided Budget balancing is in sight and prices do not rise above 
their pre-crisis level. It is a legitimate and sound measure to 
stave off the worst evils of deflation. This view was put forward 
by the Economic Committee in New Zealand, as it has been in 
Australia by local economists. Should the effect be to sustain the 
local price level above sterling or world prices, and to render 
necessary the maintenance of a high rate of exchange, there can 
be no objection to a country taking this course. This also was 
suggested by the Economic Committee, and is, of course, the 
practice now being followed by Great Birtain. Yet Professor 
Gregory in his opinion referred to the fact that “ it may ultimately 
prove impossible to revert to the old parity between sterling and 
New Zealand money,” as though this were the only possible object 
of monetary policy for New Zealand. 

Economists are, no doubt, influenced by the environment in 
which they work. Perhaps we on this side of the world think 
too much of the difficulties of debtors and the plight of primary 
producers. There is evidence that some economists in England 
have the point of view of the lender rather prominently in their 
minds. How often are we told that London (the money market) 
will not like certain measures, especially a high rate of exchange. 
Thus Professor Gregory drew attention to the unfavourable 
reaction on New Zealand credit of a high rate of exchange. What 
he as an economist might have said is as follows: ‘‘ The British 
investor does not really understand the conditions that determine 
your capacity to pay your interest, but he is very nervous about 
a high exchange rate. This, we know, is quite illogical, but you 
must humour your creditors as well as pay your interest. Even 
though a high exchange rate sustains your price level and the 
money value of your national income, thus lightening the real 
burden of your internal debt without increasing the burden of the 
external debt, you must forgo this measure of relief because 
London objects.” Is it not time that this point of view was put 
with more vigour by the British economists? New Zealand got 
her reward from the London investor in the shape of a loan of 
£5 m. maturing in twenty-three years and costing 5} per cent. 
The rate ought to be not more than 4 per cent. for such a period, 
now that the world is facing a definitely low rate of interest. 
This loan will remind New Zealanders for twenty-three years of 
the virtues of a low exchange rate, unless New Zealand takes 
advantage of any scheme of interest reduction that may be 
secured by her more independent but not less distressed neighbour. 

D. B. CopLanpD 

The University of Melbourne, April 26, 1932. 











THE SITUATION IN FRANCE 


1. THe EXTENT AND COURSE OF THE DEPRESSION 


PropvuctTIion, which in most countries reached its peak in the 
first half of 1929, continued to expand in France until the middle 
of 1930. As late as the second quarter of 1931 France seemed 
in a relatively favourable position. Since then, however, the 
situation has rapidly deteriorated, particularly in the first quarter 
of this year. 

The industries which declined both earlier and more steeply 
than the rest were textiles, iron and steel, and engineering. All 
of these depend for a substantial part of their market upon 
exports, and at the same time are responsible for a considerable 
share of the total export trade of France. The falling off of the 
export trade must be counted one of the important causes of the 
depression in France. The fact that French exports are largely 
destined to European countries whose imports fell off only in 
the second stage of the depression explains why French production 
remained so long unaffected. 

A further factor in the decline is to be found in the falling off 
in engineering output, after the extremely rapid development of 
the years 1928-30. It is interesting to observe that building was 
by no means one of the first industries to decline, and has so far 
shown only a comparatively moderate reduction. 


TABLE I 
Index of Industrial Production 


(Bulletin de la statistique générale de la France.) 
(Base 1913 = 100.) 























, , Engin- | Tex is Building 
Year. Total. ering. Metals. pel Mining. | | (ad- 
justed). 
1930. Ist Qr.. : 144 161 129 87 129 140 
ana, ; ; 144 161 130 87 121 142 
ord ,, - : 139 159 123 81 121 138 
4th ,, . : 135 149 119 85 120 132 
1931. Ost ., - : 133 144 116 83 118 130 
Sud...) : ; 129 142 108 77 lll 126 
ond «5; ; 121 135 102 65 105 122 
votsias tage ae : 114 123 88 61 107 121 
1032. ist. ,,; : 101 105 73 53 98 116 
i ae ; 94 95 72 55 98 104 
(April and 
May only.) 
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The yearly figures since 1926 are as follows : 








. Building 
Year. Total. | Eesin- | votais. | 20%" | Mining. | (ad- 
8: _— justed). 
1926. twti‘<‘*;*‘«d 132 113 94 114 114 
1927 . . .4| 109 114 112 90 117 80 
1928 | sO 138 125 99 117 97 
1929 0s SC} TsO89 157 129 92 123 123 
1930 | | . | 140 157 125 85 123 137 
ee 136 103 71 110 125 


























Employment in establishments employing one hundred or 
more persons shows a reduction of 18 per cent. in the first quarter 
of 1932 as compared with 1930, or of approximately 25 per cent. 
if allowance is made for short-time working. This compares with 
a reduction of production of approximately 30 per cent. over the 
same period. These figures are neither completely comparable 
with one another nor with the corresponding figures for_employ- 
ment and production in other countries. But they give reason 
to suppose that the depression in France, if it has not reached 
the intensity observable in Germany and America, is at any rate 
as severe as in Great Britain and other European countries. 

The comparative stability of French export trade up to the 
middle of 1931 and its subsequent rapid decline are illustrated 
in the following table, where the official indices of the volume 
of trade in France and Great Britain are compared. 


TABLE IT 
Volume of Exports 
(Base quarterly average 1928 = 100.) 











France. 
i Statistique générale. ee ae 
i Board of Trade. 
Adjusted for eh 
Seem Variation. Unadjusted. 
1928 a 100 100 
1929 — 99 102 
1930 _- 91 82 
1931 ; , ~ 77 63 
1930. 3rd Qr. . ‘ 84 85 80 
“thi ;, . ‘ 83 87 77 
300k. Ist. - ; 78 77 64 
ye A 78 76 61 
2 ee A 75 75 62 
As. 6 ‘a 72 75 65 
1982. Jet... < : 60 58 63 














In 1927 exports to Europe accounted for 67 per cent. of all 
French exports, and exports to French colonies for a further 
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15 percent. It is therefore not surprising that until the financial 
crisis of last summer reduced European trade to confusion, French 
exports should have been comparatively undisturbed. Of French 
imports, on the other hand, only 45 per cent. were of European 
origin in 1927. 

2. CONSTRUCTION 


It has previously been observed that building has so far shown 
only a moderate reduction in comparison with 1930. The 
following table shows the number of houses and factories in 
France at different dates, and the extent of new buildings and 
demolitions. 

TaB.eE III 


Numbers of Houses and Factories in France (excluding Alsace 
Lorraine) 1913, 1914, and 1921 to 1928 




















Dwelling-houses. Factories. 
Built in Year. ilt i x 
Total il Total Built in Year 
Year.| No. Sub- No. De- || No. Sub- No. De- 
ject to Lettable| molished|| ject to Lettable| molished 
Tax (in | No. (in| Value | (in thou-|| Tax (in | No. (in| Value | (in thou- 
thou- | thou- (in sands). thou- thou- (in sands). 
sands). | sands).| million sands). | sands).| million 
francs). francs). 
1913 | 9,474 73-2 52:7 46-9 142 4:5 14-2 2-2 
1914 9,515 85-4 58-8 43-5 145 5-4 18-2 2-0 
1921 | 9,260 26-1 19-6 23-6 150 3-9 31-8 1-1 
1922 | 9,264 32:3 24-2 29-0 152 3:6 27:3 1:7 
1923 | 9,299 68-9 33-5 36:1 155 5-7 35-0 2-0 
1924 | 9,345 88-7 44-4 42-7 160 7-2 43-5 2:3 
1925 | 9,391 | -82-0 37-1 36°5 166 8-2 34-1 2-6 
1926 | 9,333 | 165-4 58-9 282-0 167 19-9 52-6 19-2 
1927 | 9,377 70:9 113-4 27:2 173 7:8 76-1 1-7 
1928 | 9,418 75-7 132-2 35-1 168 6-9 94-6 12-1 





























These figures are, unfortunately, not available later than 
1928. They serve, however, to show the change that has come 
over new building in France since the war. In the first place, the 
building of dwelling-houses except during the period of inflation 
has been on a smaller scale than before the war, at any rate up 
to 1928. In the second place, industrial building now represents 
a much greater part of the total than it did in pre-war days. 
The value of new factories was about 24 per cent. of the total in 
1914 and 41 per cent. in 1928. Since 1928 the index of production 
for building has risen considerably. The corresponding increase 
in engineering production and in the total index of production 
suggests that the building of new factories was responsible for some 
part of this increase. But there must undoubtedly have also 
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been a very considerable increase in the building of dwelling- 
houses. The question of immediate interest is whether the 
deficiency of accommodation resulting from the war has now 
been made good, or whether there remains an unsatisfied demand 
for new houses which a prolonged period of cheap money might 
bring into the open. There is little reason to be pessimistic in 
this respect. : 

With regard to industrial equipment the opportunities for 
expansion are obviously far more restricted. Not only is it 
unreasonable to suppose that the rate of expansion of 1926-30 
should be maintained indefinitely, but also one of the main 
causes of this expansion—the relative under-valuation of the 
franc and the consequent stimulus to exporting industries—is no 
longer operating. A prolonged contraction of the industries 
supplying new equipment is not impossible, though this may be 
averted to some extent by the Government policy of economic 
development. . 


= 


3. FINANCIAL SITUATION 


In these circumstances revival in France seems to depend on 
(1) a prolonged period of cheap money, and (2) a revival of 
export trade. The financial situation holds out hope that the 
former of these at any rate should be at hand. During the last 
three years the balance sheet of the Bank of France has shown 
(1) a steadily rising total of gold and foreign exchange, the 
latter being progressively replaced by the former since October 
1931, (2) a slightly smaller increase in the total note circulation ; 
(3) a moderate reduction in the banks’ holding of home bills; 
(4) a very considerable reduction in the balances of the Treasury 
and the caisse d’amortissement. As a result of these movements, 
there has been (5) an increase in private deposits from approxim- 
ately 6-2 milliard francs on the average in 1929 to approximately 
24-1 milliard francs in April, 1932. 


TABLE IV 
Principal Assets and Liabilities of the Bank of France 


(In millions of francs.) 








Average, | Average, | Average, | January, April, 

1929. 1930. 1931. 1932. 1932. 

Gold and Devisen . 64,226 71,591 84,354 89,407 89,308 
Notes . : : 64,719 72,208 79,094 84,254 82,342 
Home Bills . és 6,914 6,008 6,827 6,679 4,322 
Public Deposits . 12,472 9,345 9,991 5,492 3,252 











Private Deposits . 6,237 7,844 15,150 22,224 24,088 




















384 THE ECONOMIC JOURNAL [SEPT. 


As a result of these movements the commercial banks have 
found themselves in possession of greatly increased reserves of 
cash. So far, however, they have been unwilling to make use 
of their increased power of extending credit. The following 
table shows the main items in the balance sheets of four 
commercial banks, at the beginning of the year. 


TABLE V 


Combined Balance-sheet of Four Commercial Banks * beginning of : 


(In milliards of francs.) 

















Assets. 1929. 1930. 1931. 1932. 

Cash with banks . é P 6-4 7-5 8-4 13°6 
Bills . ; ‘ : 20-8 20-1 20-8 17-7 
Advances, etc. 10-2 11-4 11-2 9-4 
Investments . : 0-3 0-2 0-2 0-2 
Premises and Sundries 0:4 0-5 0-5 0-5 
Total . : . ‘ 38-1 39-7 41-2 41-5 

Liabilities. 

Capital Reserves, ete. 1-4 2-9 2-9 2-9 
Deposits : 35-1 34-8 36-5 37-4 
Acceptances . 0-9 1-1 1-0 0-5 
Sundries 0-7 0-8 0-8 0-5 
Total . ‘ ‘5 ‘ 38-1 39-7 41-2 41-5 

















* The balance sheets included in these totals do not all refer to the same 
date. 


In 1931 not less than 4-4 milliards of the cash holdings repre- 
sented balances with other banks. In 1932 these holdings were 
not more than 2-2 milliard. Cash and balances with the Bank 
of France therefore increased from under 4 milliard to over 
11-4 milliard. 

It will be observed that though deposits have arisen slightly, 
there has been a contraction both in bill holding and advances 
and a very marked reduction in acceptances. 

It is clear from these figures that the commercial banks have 
been pursuing an extremely cautious policy, and that it is they 
rather than the Bank of France who are to blame for any 
restriction of credit that has taken place in France. 

In view of the liquid position of the banks, and the continual 
inflow of gold, interest rates in France were till recently surprisingly 
high, and for some time showed a rising tendency. 

It may be that the high level of interest rates was brought 
about by the policy pursued by the banks of holding money off 
the market in the interests of liquidity. It may, on the other 
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hand, be due to the budgetary situation to be discussed. There 
has been a distinct improvement in the price of 3 per cent. rentes 
in July following on the British conversion operation and talk of 


TABLE VI 


Interest Rates in France 








Discount Yield on F 
— Bank Rate out- Fixed Fh me 
Rate. side the Interest ln : 
Bank. Securities. . 
1930 (average) . 2-71 2-26 3-82 87-6 
1931 (average) . 2-12 1-55 3:70 86-7 
1931. April 2 1-41 3-53 89-5 
May 2 1-06 3°57 89-1 
June 2 1-06 3°54 88-3 
July 2 1:37 3°51 87-5 
August 2 1-5 3-48 89-2 
September 2 1-5 3-60 86-2 
October 24 2-0 3-88 84-2 
November 24 1:87 3-92 83-6 
December 24 1:87 4°31 ~ 79-2 
1932. January 24 1-87 4-22 78-9 
February 24 1-87 4-35 78-9 
March . 24 1-87 4-41 78-3 
April 24 1:37 4-62 17-4 
May 24 1-19 4-93 72-9 
June 23 1-13 5-15 74-2 




















conversion in France. One element in the rather paradoxical 
situation must not be overlooked. Should speculative sentiment 
improve, the commercial banks are in a position to finance a very 
considerable upward movement. The Bank of France is at 
present practically powerless to prevent an undesirable expansion 
of credit should there be any signs of such a development. 


4. Pustic FINANCE 


The prospect of heavy Treasury financing in the near future 
may be one of the causes depressing the prices of rentes. The 
Treasury will need money both to finance the deficit which will 
certainly appear in the budget and to finance the various schemes 
of public works which it is the policy of this Government, as of 
the last, to pursue. 

A year or so ago (according to the Economist) the Treasury 
possessed considerable surplus funds, estimated recently by 
M. Cheron at 19 milliard francs. As a result of various extra 
budgetary calls, it has now exhausted these. In addition, it has 
used up a loan without interest of 3 milliard francs to which it is 
entitled from the Bank of France; has borrowed 5 milliard frances 
from the Caisse des Depots et Consignations, and has made an 
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issue of 3 milliard francs of Treasury Bonds. The latter were 
needed to provide funds for continuing the policy of public 
works. 

Revenue returns continue disappointing, the receipts for the 
first two months of the new year being 513 million francs, or 
83 per cent. below those for last year. The most serious decline 
has been in the yield of the turnover tax, which is 15 per cent. 
below last year. Customs receipts have not declined, largely 
on account of the higher receipts from petrol duty, the rate of 
which has been increased. As the budget is only balanced in 
name, the prospect of a heavy deficiency in revenue in comparison 
with the estimates is perhaps disturbing. It is believed that 
little extra revenue can be obtained by increased taxation. No 
doubt this belief is unjustified. 


5. BALANCE OF PAYMENTS 


The re-establishment of the franc in 1927 left France with a 
very favourable balance of payments, estimated in the League of 
Nations memorandum on the Balances of Payments, 1930, as 
follows :— 

TaBLE VII 
French Balance of Payments 


(In millions of francs.) 





Favourable Balance, Gold Movements. 














Year. excluding Gold 
Movements. Net Imports. Net Exports. 
1927 . 12,330 _— 525 
1928 . 12,458 6,473 -— 
1929 . 7,861 8,589 — 
1930 . 5,313 11,742 — 

















The balance on current items includes the adverse balances of 
French colonial possessions, and also reparation payments. 

It is fairly certain that the year 1931 saw the disappearance 
of this favourable balance, for all the main items in the account 
must have moved against France. Her adverse balance on 
merchandise account (including colonies) must have increased 
by between 3 and 4 milliard francs, and other items must have 
brought in about 8 milliard less than in 1929 (including a reduction 
of reparations and war debts payments). This suggests an adverse 
balance of 3 or 4 milliard francs. The adverse balance for the 
current year may well be at the same rate, in spite of an improve- 
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ment in the merchandise balance of 14 milliard to date, in view 
of the continued falling off in other items, such as shipping 
earnings, interest and tourist expenditure, and of the absence of 
any reparation receipts. 

In 1931 France imported 18} milliard francs of gold, the 
Bank of England and the British Treasury borrowed 7 milliard 
francs for the purpose of supporting sterling, and the adverse 
balance of trade was, say, 3} milliards. The withdrawal of 
French funds from abroad must have been nearly 30 milliard 
francs, or approximately a quarter of the total French foreign 
investment. 


6. GOVERNMENT ACTION 


The policy of the French Government has been on the one 
hand to utilise the large Treasury balances referred to, to relieve 
the depression or to mitigate its consequences, and on the other 
hand to increase the scale of protection. In addition, the Govern- 
ment has acquiesced in a budget deficit. In short, it has attempted 
to maintain French prices at a level above that of the rest of 
the world, and to avoid the flood of imports which in present 
world conditions such a policy might provoke. In so far as the 
depression in France is due to local causes (for example, the over- 
expansion of industrial equipment from 1928 to 1930) or to a 
falling off in the export trade, this policy is clearly ineffective. 

The latest development of protectionism in France has been 
the use of the quota. The first use of this was in connection 
with the import of coal, which was subjected to licence in July 
1931. In August quotas were determined for wine and timber, 
in September for a wide range of animal foodstuffs. By the end 


TaBLeE VIIT 


Volume of Imports 
(Base quarterly average 1928 = 100.) 











oo France United Kingdom 

. (Statistique générale). (Board of Trade). 
1928 ; ‘ : : : 100 100 
1929 ‘ : : ; ; 114 105 
1930 ; ; - . : 122 103 
1931 . : : ; ; 124 106 
1930. 3rd Qr. : ; % 118 97 
4th ,, : , : 133 111 
FOS). Ise. 5, ; é : 127 98 
2nd ,, ; : P 130 101 
3rd ,, . i : 120 103 
4th ,, ; : : 111 121 
1932. Ist ,, : ; : 99 98 
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of the year the greater part of the agricultural output was pro- 
tected in this way against foreign imports. With the beginning 
of the new year the field to which quotas were applied was 
extended to include manufactured articles, an important part of 
which is now covered by quotas. Instances are quotas on sheet 
steel, cotton yarns and tissues, various classes of tools, implements 
and machinery, leather, glassware, paper and so on. The 
effectiveness of quotas in reducing imports is illustrated by the 
figures given in Table VIII (p. 317). 

The falling off since the third quarter of 1931 is very marked. 
Comparable figures for Great Britain are added. 


7. PRICES 


The effect of this policy on prices is perhaps best measured 
by an international comparison. In the following table Dr. 
Bowley’s comparable index number is given for five countries. 
The base has been changed from 1925 to 1929. 


TABLE IX 
Comparative Index Numbers of Wholesale Prices. 


(From London and Cambridge Economic Service.) 











U.K. 
Year. France. U.S.A. — Fi aot 
Sterling.) Gold. 

1929. March . : 105 103 - 101 106 103 
June. : 101 100 _ 98 100 100 
September. 97 100 — 101 99 101 
December _. 95 96 — 96 95 98 

1930. March . “ 91 87 _— 90 87 91 
June. - 89 85 — 82 85 94 
September .| 88 82 — 81 78 90 
December. 83 77 -- 74 72 84 

1931. March . : 83 75 — 71 71 83 
June. : 80 74 _ 66 67 83 
September. 75 70 —_— 64 61 77 
December. 72 75 57 64 56 72 

1932. January . 71 74 52 62 56 72 
February ‘ 71 72 51 61 55 71 
March . : 72 71 53 59 54 72 
April 2 71 71 55 59 52 72 
May on —_ —_ 58 51 mi 























It will be seen that in both France and Germany there is a 
growing divergence between the domestic and world prices, 
appearing first in 1930, and now quite considerable. 

In the early part of this year there was a slight rise in French 
prices, quite contrary to the general direction of world prices. 
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The extent and duration of this rise differ for different indices. 
In any case it seems to have been reversed. 


TABLE X 


French Prices 
(From Bulletin de la Statistique générale de la France.) 














(1913 = 100.) 
Wholesale. Retail. 
Year. 
45 Articles | 126 Articles 34 Articles Weighted. 
Unweighted.| Weighted. 
Paris. 300 Towns. 
1929 (average) . ; 623 627 621 604 
1930 (average) . ; 543 554 618 606 
1931 (average) . ; 462 502 609 599 
1931. July - ; 466 500 617 - 
August . ; 455 488 605 602 
September. 437 473 596 — 
October . : 423 457 577 -- 
November ; 417 447 561 ~ 557 
December ' 413 442 563 mo 
1932. January k 414 439 564 -- 
February : 421 446 561 543 
March . : 427 444 558 --- 
April. : 425 439 555 - 
May 3 ; 421 438 559 534 
June ~ : 408 425 554 ~- 














The following table gives some indication of the importance 
of quotas in causing the rise in price early this year. It gives the 
number of goods showing a substantial rise in price out of ninety 
articles whose prices are available and the number of these rises 
which occurred in goods subject to quotas. 


TABLE XI 
Analysis of Price Changes in France, October 1931 to April 1932 











Number of Of which 
Articles subject a 
Year. to Quotas out Pri ee EN ‘ 
of 90 Articles 90 A a ng i Among 
Considered. — psa Cereals. 
x00ds. 

1931. October 13 10 1 5 
November 18 14 3 4 
December 19 16 6 3 

1932. January 20 15 7 2 
February 25 27 11 5 
March. 30 22 10 6 
April . 30 12 6 3 




















Cereals are not included among quota goods, though there 


is a quota scheme applying to wheat. 
No. 167.—voL. XLII. 


DD 
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It is quite clear that though quotas were not without influence 
in the rise in prices which took place, there must also have been 
other causes at work. In fact, there was a revival of speculative 
sentiment in the early months of this year which showed itself 
in a marked recovery in the prices of ordinary shares, as may 
be seen from the following table. 


TABLE XII 
Indices of Speculative Activity 


(From Bulletin de la Statistique générale de la France.) 








a Index of Prices of Index of Activity 

i 300 Ordinary Shares. upon the Bourse. 
1931. July . : : 309 219 
August . ; : 304 158 
September - . 269 172 
October . , z 249 193 
November : , 243 146 
December ; ‘ 221 154 
1932. January ‘i : 250 142 
February : . 294 221 
March . P : 274 303 
April = : F 250 193 
May : ; ; 220 156 











It will be remembered that it was in March that bull specu- 
lation in the pound was at its height. 

The relative movement of import and export price in the 
last few years calls for comment. After the stabilisation of the 
franc the terms of trade, or the price of exports divided by the 
price of imports, was less favourable to France than in 1913, in 
spite of a very different movement in other countries. The 
subsequent course is shown in the attached table. 


TaBLE XIII 
Terms of Trade 
(1913 = 100.) 








Year. | France. | Great Britain. 
en ned te 934 | 119 
1929, ‘ : : 954 119 
1930 , r ‘ . 105 135 
1931 ; ; j : 1114 150 
1932. Ist Qr.. . - 118 146 





The terms of trade in France show an improvement of 21 per 
cent. in comparison with 1928, compared with an improvement 


of 23 per cent. in this country. 
P. K. DEBENHAM 
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THE PORTUGUESE BANK NOTES CASE 


TuE history of swindles has been enriched in recent years by 
several sensational examples, but by none more notable than that 
which led to the case, Banco de Portugal v. Waterlow and Sons, 
Ltd., decided by the House of Lords on the 28th April, 1932. 

Messrs. Waterlow, the well-known printers of bank notes, 
were the victims of a peculiarly audacious conspiracy. They 
held a contract for printing notes for the Bank of Portugal, 
and they were induced to produce notes, which were in all technical 
respects apparently genuine, to the value of about £3,000,000, for 
a gang of forgers. Before the fraud was discovered, notes to the 
amount of over £1,000,000 had actually been put into circulation 
by the conspirators, and Messrs. Waterlow had in the end to pay 
damages to the amount of £610,000, being the net loss suffered 
by the Bank after setting off the assets recovered from the con- 
spirators. The conspirators included the Portuguese Minister 
at The Hague and the diplomatic representative of a South 
American State. The negotiations with Messrs. Waterlow were 
carried on through a Dutchman named Marang, who from time 
to time produced forged letters and documents purporting to 
convey the authority of the Bank of Portugal for what was to be 
done. 

The story put forward was that a loan was to be made to the 
Portuguese Colony of Angola by a syndicate which was to have 
the privilege of issuing notes in Angola. Inquiries which would 
have exposed the fraud at once were guarded against by represent- 
ing the whole business as extremely secret, on the ground that 
it was opposed by some of the directors of the Bank of Portugal, 
and that the Banco Ultramarino, which already issued notes in 
the Colonies, would raise objection if the project were known. 

How were the notes to be numbered? If they were given 
numbers not recorded at the Bank of Portugal as ever having 
been issued, the officials of the Bank could hardly fail to discover 
them immediately. Instructions were given to Waterlows that 
the numbers were to be duplicates of those on the last batch of 
notes genuinely ordered by the Bank of Portugal. That was 


arranged without arousing the suspicions of Messrs. Waterlow, 
DD2 
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but it involved the risk of notes with duplicate numbers being 
seen and the fact of forgery being thereby established. 

The printing of the notes began early in 1925. They were 
all of the denomination of 500 escudos, or about £5. The first 
consignment, delivered in February and March 1925, consisted of 
200,000 notes, and the second, delivered from August to November 
1925, of 380,000. The two together represented a value of 
290,000,000 escudos. 

The principal difficulty in the way of forgers of currency 
and false coiners has always been the introduction of their product 
into circulation. The conspirators surmounted this obstacle 
by founding a new bank, the Banco Angola e Metropole, with 
head office at Oporto. That required the permission of the 
Minister of Finance, and at first there was a hitch on account of 
the unsatisfactory reputation of some of the promoters. But 
some apparently respectable names were added, and on the 
25th June, 1925, permission was granted, and the bank was duly 
constituted. 

The appearance of unusual quantities of new 500-escudo 
notes presently awakened a certain amount of suspicion. But 
the notes of course were to all appearance perfectly genuine, 
even according to expert tests, and at first the suspicions were 
met with reassuring denials. The circumstance that led to 
discovery was that the packets of new notes received from the 
Banco Angola e Metropole by a jeweller at Oporto, who bought 
foreign exchange on behalf of the bank, differed from those 
ordinarily received from the Bank of Portugal in that they were 
not arranged in consecutive numerical order. An Oporto bank 
cashier, who was employed in his spare time by the jeweller, 
noticed this, and communicated his suspicions to the banker for 
whom he worked and the latter informed the Bank of Portugal. 

The cashier had also observed that the pages in the account 
book on which the transactions in the suspicious notes were 
entered were always torn out. 

The shuffling of the notes out of numerical order was, no 
doubt, an essential precaution to make the discovery of duplicate 
numbers less likely, but it remained itself a cause of suspicion. 
In fact, combined with the torn account book, it was regarded 
as sufficient ground for arresting the manager of the Banco 
Angola e Metropole the next day, the 5th December, 1925, and 
for conducting an investigation of the premises. 

Bundles of new notes were found, some in numerical order 
and some rearranged. Comparison with the genuine notes at 
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the Oporto Branch of the Bank of Portugal revealed four cases 
of duplicate notes. The fact of forgery was proved, but its 
extent was still unknown. 

The Bank of Portugal took prompt action. The forged notes 
were all 500-escudo notes, with a portrait of Vasco da Gama in 
the design. A notice was issued on Monday the 7th December, 
calling in all the notes of that denomination and design, and offer- 
ing in exchange other notes not open to suspicion. The Government 
sanctioned the exchange being made up to the 26th December, 
and by that date very nearly all the suspect notes, both genuine 
and forged, had been withdrawn. 

Among the notes withdrawn, 135,318, with a face value of 
67,659,000 escudos, were definitely proved to be forged by certain 
small distinctive marks which showed that they had been printed 
from plates which had never been used for genuine notes at all. 
Expert scrutiny subsequently found means of distinguishing even 
those which had been printed from the same plates as genuine 
notes, and the total of forged notes withdrawn was placed at 
209,718 with a face value of 104,859,000 escudos, or £1,092,281, 
at the rate of 96 to the £1. The number seized without ever 
getting into circulation was 363,602, so that 6,680 remained 
unaccounted for. 

The Bank of Portugal sued Messrs. Waterlow for damages in 
respect of the redemption of the forged notes. The courts had 
no difficulty in deciding that Messrs. Waterlow were liable. 
They had committed a breach of an implied term of their contract 
and it was not even necessary to prove negligence. But when 
it came to determining the amount of the damages, doubts were 
evinced which were mainly connected with the special position 
of a central bank of issue. 

In the first place, was the Bank justified in honouring the forged 
notes at all? All the judges agreed that, so long as the Bank 
had no means of distinguishing the forged notes from the genuine, 
they had no alternative but to honour both. It was contended 
on behalf of Messrs. Waterlow that the Bank could readily have 
obtained from the firm within a few days information enabling 
them to distinguish all those forged notes which had been printed 
from the later plate. The distinctive mark was a small letter 
at the corner of the design, which the Bank cashiers could have 
read with an ordinary magnifying glass. 

Both Mr. Justice Wright in the King’s Bench, and the Court 
of Appeal ruled that any of these distinguishable notes that 
had been exchanged after the interval within which the necessary 
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information as to the distinctive marks could have been obtained, 
ought to be excluded from the claim for damages. There was 
some difference of opinion as to the length of the interval, but that 
is a matter of detail. 

The House of Lords decided otherwise. They allowed the 
cost of exchanging all the forged notes up to the 26th December, 
1925, the interval prescribed by the Government for the process, 
and ruled that the relatively negligible amount exchanged after 
that date were honoured as an act of grace by the Bank. (As 
they allowed a part of the assets recovered from the forgers to be 
set against the notes exchanged after the 26th December, the 
House of Lords in effect allowed even these to be included in the 
claim.) 

The ground for undertaking to exchange the forged notes 
at all was the danger of discredit of the currency and consequent 
panic. That was a matter of public interest on which it was for 
the Government and not for the Bank of Portugal to take the 
responsibility of deciding. Had the public interest not been in 
question, the Bank might have invited holders to deposit their 
500-escudo Vasco da Gama notes for a suitable period in order 
that after scrutiny the genuine ones might be paid and the 
forgeries rejected. There might perhaps have resulted a claim by 
the Bank for damages in respect of its loss of credit and reputation, 
but that is a hypothetical matter which it is not necessary to 
pursue. The public interest required the complete relief of the 
holders of the forged notes, the Government took the responsi- 
bility of authorising the Bank to exchange them, and the House 
of Lords accepted the Bank’s plea of the public interest. Since 
the genuine 500-escudo Vasco da Gama notes constituted one- 
sixth of the entire currency of the country, the consequences 
of distrust (which would probably have spread to the rest of the 
currency) would have been very serious indeed. 

The Portuguese paper currency had been inconvertible into 
gold ever since 1891. The escudo had fallen from its old parity 
of 4s. 6d. to 24d. Counsel for the defence argued, as Mr. Justice 
Wright put it, that the Bank had suffered no loss because it had 
simply exchanged pieces of paper which were not convertible 
into gold for other pieces of paper which were also not convertible 
into gold. This contention Mr. Justice Wright would not allow. 
“In Portugal,” he said, “the notes were the currency of the 
country. They would purchase commodities, including gold. 
They could buy foreign exchange, including sterling or dollars 
or any currency which was convertible. They could do that 
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because they had behind them the liability of the Bank of 
Portugal.” 

In the higher Courts a minority of the judges took the contrary 
view, and wanted to let off Waterlows with a liability for no 
more than the cost of printing new notes to take the place of those 
withdrawn (estimated at £8,922). 

On one point of principle Mr. Justice Wright was, I think, 
in error, that is to say, in arguing that the notes “ had behind 
them the liability of the Bank of Portugal.” An inconvertible 
legal tender note is not a liability of the issuing bank at all, except 
in the sense that for accounting purposes it must be entered 
among the liabilities in the balance sheet. It cannot be “ paid ” 
because it is itself the means of payment. The judges appear to 
have taken for granted that a bank which issues legal tender notes 
is obliged at any rate to go through the form of “ paying ” them 
on demand by handing out one note in exchange for another. 
But I venture to doubt whether that is so, either in Portugal or 
in England or anywhere else. If the bank of issue accepts one 
of its notes from a holder, it simply becomes indebted to him for 
the amount, and is thereupon able to discharge the debt with the 
same note. Moreover, the bank of issue is under no general 
legal obligation to receive its own notes at all except in 
payment of debts due to it, though of course it may be obliged 
by express statutory enactments to pay out new for soiled 
notes, or small denominations for large, for the convenience of 
the public. 

In the case of the Bank of England, notes take the form of 
promises to pay. But that makes no difference. The notes for 
£1 and 10s. are legal tender in payments by the Bank, and the 
words “I promise to pay ”’ are merely ornamental] so long as that 
isso. They signify nothing more than the aspiration of the Bank 
of England to return to the use of gold coin as hand-to-hand 
currency at some time in the future. The notes of the Bank of 
Portugal (like those of most Continental banks of issue) contain 
no such formula. They do not even pretend to be debts, but are 
simply money. 

There is thus no liability incurred by a bank of issue when it 
issues inconvertible notes. But that has no bearing on the 
question of the loss incurred when it issues notes and does not 
receive value for them. When that occurs, the bank is clearly 
and inevitably so much the worse off. 

If it issues notes to redeem forgeries, it can maintain the assets 
received in exchange for its issues undiminished provided it can 
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increase the total currency in circulation by the requisite amount. 
That is an argument that deserves consideration. The effect of 
the increased issue may be to depreciate the currency. But 
Lord Warrington pointed out in the House of Lords that the 
Bank of Portugal did not attempt to prove that they suffered 
loss directly or indirectly by the increase in the currency and 
the consequent depreciation of its purchasing power, or by 
injury to their credit or interference in their relations with the 
Government. 

Their note issue was limited by law. In 1925 the note issue 
included 1,640,000,000 against advances to the Government at a 
nominal rate of interest, and a “ commercial issue’ which was 
subject to a maximum limit of 195,630,000 escudos. At the time 
the forgery was discovered the commercial issue amounted to 
64,000,000. The forged notes had displaced a corresponding 
amount of genuine notes and so encroached on the commercial 
issue. The exchange of notes, which was contrary to law in 
that the good notes were issued against no backing, made the 
encroachment manifest. 

The commercial issue was of course the profitable part of the 
note issue, and had this encroachment upon it remained unrelieved, 
the loss would have been obvious. But legislation soon followed 
extending the Bank’s power of issue. A decree of 19th July, 1926, 
authorised an issue of 100,000,000 escudos to be repaid out of the 
sums to be received from Waterlows, and a further addition 
of 100,000,000 to the commercial issue. (A further sum of 
125,000,000 to be used in colonial development does not seem to 
have constituted an addition either to the advances to the Govern- 
ment or to the note issue.) Thus the Bank was empowered by 
law to issue pieces of paper in exchange for pieces of paper. 
Where then was its loss ? 

I do not think this line of argument can be sustained. The 
note issue being limited by law, it cannot be assumed that in 
extending the limit the legislative authority (in this case the 
Government acting by decree) was guided by any other motive 
than the public interest. If the public interest dictates the amount 
of the currency, then the profits of issue are correspondingly 
limited. Any encroachment on the assets by which the issue is 
backed and from which the profits are derived is a dead loss to the 
issuing authorities. 

It may perhaps be objected that in the case of Portugal the 
legislative authority avowedly did not determine the extension of 
the note issue according to the public interest. Alongside the more 
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permanent increases was one of 100,000,000 which was expressly 
redeemable out of the damages to be received from -Waterlows. 
It was a temporary extension. It was presumably in excess of 
normal requirements, and its inflationary effect would be none the 
less on account of its temporary character. 

But it is in any case a mistake to suppose that a bank of issue 
necessarily can recoup itself for its losses by increasing its issues. 
Apart from any gold and foreign exchange that it may hold, its 
assets are themselves expressed in the national currency unit 
and are subject to the same depreciation as its note issue. Banks 
of issue are not usually allowed to profit by an addition to the 
currency value of their gold holdings through depreciation, and 
it is unlikely that such other “real” values as the bank might 
hold would be enough to safeguard its private capital against 
depreciation. 

A court of law may sometimes legitimately proceed on the 
assumption that money remains invariable in value. But it 
could hardly adhere to that assumption if it were at the same 
time supposing that the issuing authority was free to increase 
the supply of currency at its discretion. 

It is not easy to formulate the monetary policy of Portugal 
with precision. Up to 1924 the currency had been rapidly 
depreciating and the escudo touched its minimum gold value of 
2-8 cents (U.S.A.) in July 1924. By July 1925 it had recovered 
to 5-1 cents, and at the time of the discovery of the forgeries in 
December 1925 it had been pegged at that rate or about 96 to £1 
for five months. The pegging was effected by exchange control 
rather than by convertibility. Nevertheless, the rate prevailing 
in the illicit open market did not differ much from the official 
rate. The official rate was modified to 99 to £1 in 1927. In the 
course of 1928 the open market rate, after fluctuating rather wildly 
for a short time, was stabilised at about 108, the official rate 
becoming merely the rate at which a certain portion of the foreign 
exchange derived from the export trade was requisitioned by the 
Government. 

At last, in June 1931, the exchange was stabilised by law at 
110 to £1. 

Whatever the precise significance of these measures may 
have been, they at any rate imply a serious preoccupation with 
the exchange value of the currency and a desire to guard against 
a recrudescence of depreciation. And there is no evidence to 
show that the extension of the issues in 1926 either was intended 
to allow a further depreciation or actually had that effect. In 
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fact the note issue did not vary materially in the period 1925-7, 
as the following figures show : 


Note Issue. 


(Millions of escudos.) 


Dec. 1924. : ‘ . 1763 
Dec. 1925. : , . 1821 
Dec. 1926. : . . 1854 
Dec. 1927  . : ; . 1857 
Dec. 1928 . : ‘ . 1976 


It was only when a stable free open market rate was attained 
in 1928 that the note issue increased to any material extent. 

The Portuguese authorities were pursuing an eminently sane 
and rational monetary policy. Their methods may not have been 
above criticism, but any device for compensating the Bank of 
Portugal for its losses by a bit of inflation would have been 
flagrantly inconsistent with that policy. The “ piece of paper ”’ 
argument was utterly out of place. 

The upshot would seem, therefore, to be that justice was 
done. The House of Lords rejected all the fallacious arguments, 
and arrived at the correct decision. 

If the view of the dissentient judges makes some appeal 
to common-sense, that is perhaps because it is hard on the manu- 
facturer whose scale of financial operations is based on the mere 
cost of production of the notes to be exposed by an accident 
to a liability of an entirely different order of magnitude, arising 
from the face value of the notes. A fraud of this kind is an 
accident. There may be negligence. But even if Messrs. 
Waterlow were negligent, that was not part of the case. It was 
not material to their liability for breach of contract. Con- 
sequently, the fraud may be regarded as a mere accident, and 
the question was, who was to bear the loss? Was it to be those 
who manufactured the notes or those who used them? The 
ground for placing it upon the manufacturers was that it was they 
whose precautions (whether negligently taken or not) failed to 
prevent the fraud. A manufacturer of explosives assumes a 
certain liability for accidents, and he cannot pass it on to his 
customers on the ground that they procured him to manufacture 
the dangerous product. The apparatus for the manufacture of 
bank notes has an explosive quality, and whoever undertakes 
the business does so at his peril. 

R. G. Hawtrey 
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THE INDIAN INDUSTRIAL WORKER 


ALTHOUGH it is only eighteen months since the Royal Commis- 
sion published its Report on labour conditions in Indian industries, 
it would seem that their work has been almost forgotten both in 
India and in England. Trade depression and the difficult political 
situation afford an excellent excuse for business men, politicians, 
and officials to shelve what must always be a very awkward 
problem. The writer has recently spent some months examining 
conditions in the Calcutta area as adviser to a firm with a number 
of jute and paper mills, and in this capacity it was necessary to 
make a careful study of such work as is being done in various 
parts of India. It was difficult to avoid the impression that the 
improvements which have taken place during the last few years 
are of the most superficial character, and that from some points of 
view the situation is growing definitely worse. It also seems 
doubtful whether we have a sufficiently intimate knowledge of the 
industrial worker and his needs to frame an adequate policy, 
even if there was the will to take drastic action. It is extremely 
difficult to get any information on a number of questions, and 
the Report of the Labour Commission contains some doubtful 
generalisations on very scanty evidence. 

Although India is now reckoned amongst the eight largest 
industrial countries of the world, at least three-quarters of her 
factory development has taken place during the last thirty years, 
and almost the whole of it during the last half-century. In 1892 
her textile industries employed some 170,000 hands, while to-day 
the number working in jute and cotton mills is a little under 
700,000. The one large steel works, at Jamshedpur, was only 
established in 1907. It may also be necessary to remind some 
European readers that the total industrial population of about a 
million is quite insignificant compared with India’s 360 millions, 
being less than a third of the average yearly increase since 1921. 
These two points must be emphasised, because of their influence 
upon the labour question. Indian textile manufacturers, con- 
centrating on a few simple products and buying their machinery 
when it was comparatively ‘“ fool-proof,”’ did not feel it necessary 
to recruit their labour from those classes which might be expected 
to have greater manual dexterity or more intelligence. They 
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made no attempt to draw upon the hereditary weaving caste. If 
they placed their mills near large centres of population—about 
half of India’s industrial workers are in or near Calcutta and 
Bombay—it was because the transport facilities were best at these 
ports. Even when the cotton industry began to spread to other 
cities, like Ahmedabad, Sholapur and Surat, the factory sites 
were chosen without any regard for the industrial population 
which must ultimately settle round them. The owners started 
with such casual labour as they could obtain in the neighbourhood, 
and this was supplemented by landless men and women of a 
rather “jungly ” type who drifted into the area, Bilaspuris, 
Chamars, etc. When these proved insufficient, the mills employed 
agents to go up country and recruit men and women from the 
villages and smaller towns. A heterogeneous collection drawn 
from the superfluous population of the villages, drifted down to 
Calcutta and Bombay, and settled as best they could in the squalid 
chawls or bustis, which already existed, or which neighbouring 
landlords hastily constructed. It was only at a later stage that 
the mills, still suffering from a shortage of labour, found it paid 
them to build their own lines. 

Most of our present-day evils followed inevitably from this 
casual method of collecting labour. A very few firms, like 
Messrs. Binny at Madras and the Tata Steel Works at Jamshedpur, 
have appreciated their responsibilities and attempted to lay out 
decent lines for their workers and arrange for certain facilities. 
More recently the Empress Mills at Nagpur have taken up a large 
piece of land, and have begun to build a model village. These 
are exceptions. The overwhelming majority of mill-owners have 
always considered that their labour conditions were satisfactory 
so long as they could fill any vacancies which occurred. They 
were careful about working conditions inside the factory, and on 
the whole these compare favourably with those in many parts of 
Europe. Once their workpeople had left the mill, the mill-owners 
felt that their responsibilities were ended, except that they 
insisted upon any lines which they might have built being kept in a 
sanitary condition. Very few mills keep any record of their 
workers, but there is sufficient evidence to show that the attitude 
of the employers and the uncomfortable conditions under which 
the operatives live are reflected in an extraordinarily rapid turn- 
over of labour. The Angus Jute Mill has probably the best lines 
for its employees in the Calcutta area, and it certainly has the best 
medical service, but the labour turn-over is about 12 per cent. per 
month. In some mills in which the writer was interested and 
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instituted the keeping of records, the figures were even higher. 
It is clear that Indian industrial labour has not yet settled down. 
It is still “casual” labour, drifting from mill to mill, but also 
escaping whenever possible from the mill area. 

The Labour Commission, appalled by the squalor of the chawls 
and bustis, took the view that this migration from the mill area is 
advantageous, and seemed to envisage it as a permanent feature 
in Indian industrial life. The writer was forced to an almost 
exactly opposite opinion. Although it is obviously a good thing 
for the worker to leave the mill area for a holiday, it is impossible 
to institute any real improvements when the workers are not 
settled round their mill or workshop. The problem is not unlike 
that which faced the earlier workers in the London dock area. 
They found it impossible to do anything until labour had been 
“‘ decasualised.”” The trouble in India is that the average worker 
from up country goes to the mill area in the same spirit as a 
European peasant might serve his term as a conscript. “It was the 
unwanted villagers who answered the call of the sardar. The 
younger sons of families too numerous for their few paternal 
acres. Village servants and craftsmen from areas where work 
was scanty. Most cultivators are in debt, and their younger sons, 
leaving their wives and children with their brothers, would set off 
to the town with the idea of earning money rapidly, and coming 
home to pay off the mortgage, and live happily ever after. The 
sardars naturally painted a rosy picture of the ease with which 
money could be made. It was also necessary to find women for 
mill work. Some of the lower castes took their wives with them, 
thereby practically ending their connection with the village, but 
the sardars also collected a number of widows and women of 
doubtful position. The motley collection of human beings found 
themselves transported into what was for all practical purposes a 
foreign country. They were robbed by their sardars, and by the 
landlords who gave them a little floor space on which to sleep. 
The men settled down to an existence which has all the worst 
features of barrack life without its discipline or cleanliness. The 
women, about a fifth of the mill population, soon found it necessary 
if they wanted to avoid a life of complete promiscuity, to take 
temporary “‘ protectors” from amongst the better paid workers. 

Recruiting for the mill areas has now: almost ceased. The 
mills and the engineering works enjoyed an enormous boom after 
the war, and there has been no increase in employment since 
1925-6. There has, however, been a steady rise in the rural 
population, and the mill-hand who returns to his village, is 
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welcome only while he has money to spend. He is seldom wanted 
as a labourer, and the yearly migration is now almost entirely due 
to a desire to see his wife and family, to escape from a dull and 
uncomfortable existence, and in the case of those from agricultural 
families, to ensure that their rights are still recognised. We 
therefore have to-day an industrial population which is almost 
stable, but which is completely disorganised and has all the worst 
features of casual labour. Very few workers look upon their 
bustis as their home, but there is little doubt that each year a 
larger proportion of them have practically dropped their connec- 
tion with their villages, and there are now thousands of children 
growing up in the mill areas. The recent slump, which is most 
marked in the jute area, has also tended to stop migration. 
Workers are more afraid of losing their jobs if they go away, and 
they find it difficult to save enough to take what is really a 
holiday. 

We seem therefore to have reached a transitional stage in a 
history which reflects very little credit either on the English or the 
Indian business men. They have collected round their mills 
and workshops a population of about a million men and women. 
These were lured into the industrial field through vague promises 
made by the agents of the mill-owners, but for which the latter 
now disclaim any knowledge or responsibility. During a period 
of immense prosperity one could count on the fingers of two hands 
the firms which have made any serious attempt to gather round 
their factories a steady, settled and decently housed working 
population. It seems almost impossible to persuade employers 
that it would be a sound investment to spend money and energy 
on such an end. They seem content with the present system, 
which gives them a lowly paid, but constantly shifting set of mill 
hands. This is especially true of the jute industry, which for two 
generations has been engaged in making two simple products by 
the same methods, and with practically the same machinery. 
Many of the jute mills have repaid their capital ten to twelve times 
in the form of dividends since the war, but their workers are still 
housed in what can only be described as the ‘“ barracks cum 
brothel ’’ manner, while the standard of wages paid during the 
present slump is often far below the subsistence level. As a 
result of these conditions the mill population is riddled with dis- 
ease. A conservative estimate for venereal infection would be 75 
per cent. Child mortality is very high, and all those illnesses 
usually associated with bad living conditions are very rife. On 
the Calcutta side there are large numbers of lepers working in the 
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mills. A single mill, chosen at random for experimental treat- 
ment, produced a hundred cases. 

The writer is convinced that palliative measures, such as those 
which may be roughly described as “‘ welfare work,” are of very 
little value if undertaken before the main problems of housing 
and ‘“ decasualisation ’’ have been properly tackled. So long as 
many workers regard their time at the mill or workshop as a pur- 
gatory to be endured before they can escape to their villages, they 
are bound to remain an easy prey to the unscrupulous employer. 
Until the operatives bring their wives and children and settle near 
the mill, all efforts to increase their self-respect, free them from 
debt, and improve their physical and social conditions are bound to 
be handicapped from the start. A little practical experience in 
trying to institute the simplest of reforms would have persuaded 
the Labour Commission that they were wrong in giving even a 
vague support to the idea that workers should remain closely 
connected with their villages. Force of circumstances will in the 
end bring about the growth of an urbanised industrial population. 
It already exists to a considerable extent, for the lower castes have 
often brought their wives with them, and there is a high birth-rate 
amongst the unmarried women workers. The slump and the 
large amount of unemployment have also made it difficult for men 
to leave the industrial areas, for ‘‘ short time ’’ makes it difficult 
to save money for the journey. Unfortunately this tendency has 
not yet been appreciated even by the better type of employer, and 
the migratory nature of their labour is invariably used as an 
argument against providing proper married quarters to which 
Moslems and the better caste Hindus would be willing to bring 
their wives. 

The re-housing of Indian labour will have to be undertaken 
sometime in the next two decades, and each year that passes adds 
to the population which is growing up under the worst of slum 
conditions, and with a fully developed slum mentality. Perhaps 
the most distressing feature of post-war India are the riots which 
have taken place in Bombay, Calcutta, Cawnpore, Sholapur, and 
other areas with large industrial slum areas. The trouble may 
start from some political or communal fracas, but it rapidly turns 
into systematic looting by gangs. These gangs, grouped naturally 
according to religion or caste, are formed amongst the floating 
population of under-employed workers, mostly younger men bred 
in the squalor of bustis or chawls. Slum clearance can only be 
carried out effectively by building new villages and towns in which 
the workers, most of whom retain something of the countryman’s 
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outlook, will be able to find some of the amenities and atmosphere 
which they need. The essentials are some privacy and seclusion 
for their wives and families, and houses, standing in their own 
plots, which are rain-proof and moderately cool. It is also best 
to provide separate washing and lavatory arrangements. That 
this can be done at a moderate cost has been proved by the 
Empress Mills at Nagpur, and their scheme provides quarters 
which are quite as cheap as some of the solid concrete lines which 
were run up after the war. The main difficulties are choosing and 
acquiring of suitable sites, and the provision of capital. Govern- 
ment assistance and a new Land Acquisition Act are needed for 
the first, and a new outlook amongst employers for the second. 
If the work is to be done properly a vast amount of town planning 
will have to be undertaken, and in some cases it would entail the 
moving of factories which are so situated that it is impossible for 
their workers to be adequately housed. 

The “ decasualisation ”’ of labour is a much simpler task, and 
is made easier by the fact that there is now abundance of labour 
in most of the industrial areas. Several employers in different 
parts of India have already learnt that it is worth taking some 
trouble to keep a decent worker tied to your mill. Under the old 
system the worker came to the mill under the egis of the recruiting 
middleman, who usually got the unfortunate villager still further 
under his power by giving him or her an advance on wages. No 
records were kept of the workers, and there was no real contact 
between the workers and the staff. A Government Rifle Factory 
was one of the first to start a Labour department, and the example 
set by Colonel Lenfestey has now been followed by several com- 
mercial firms. Slowly, far too slowly, the evil traditions of the 
recruiting sardar are disappearing, and the mills have an admirable 
opportunity during the slump to re-organise their methods of 
controlling labour. Once this has been done, and proper records 
kept of all the mill-hands, it is comparatively easy to institute 
other schemes to help the workers, and give them an interest in the 
mill and also a greater feeling of self-respect. The writer, for 
example, found that there was considerable demand for savings 
banks in which workers could accumulate a portion of their wages. 
The possibility of running co-operative societies as a method of 
relieving workers from the ubiquitous money-lender is discussed 
by the Labour Commission. Experience, however, suggests that 
this is only practical when, as in the case of paper mills, the 
population is more stable and the monthly labour turnover far 
smaller than in most textile mills. 
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It is, unfortunately, a weakness even amongst the more 
enlightened employers to prefer to help their workers by direct 
means, such as the provision of educational or other facilities, 
rather than to try to improve their status by better wages and 
more security. There is ‘‘ more to show ”’ for the first method, 
and it is also cheaper. Apart from better housing, the most 
crying need would seem to be for a minimum wage, and in- 
surance against sickness and unemployment. Family budgets are 
extremely difficult to draw up accurately in India, but if we take 
as a subsistence level the bare cost of the simplest food plus 75 per 
cent. it would seem that most of the women workers, and a con- 
siderable proportion of the men, are getting wages below this 
standard. There is little hope for concerted action amongst the 
employers, for some will always be found who take the line that 
‘if the workers do not like it, they can go back to their villages.” 
This is only partly true, even of the highest paid workers, while the 
majority of female and lowly paid workers have lost all real 
connection with their villages, and if they returned without any 
money would not be accepted into the village system, and would 
certainly have no land to cultivate or any claim to sustenance. 
The provision of a minimum wage and of insurance against sick- 
ness and unemployment will have to be forced upon Indian firms 
by Government action. 

The outlook for the future is not very cheerful. The money 
which should have been spent on improving housing and living 
conditions has been dissipated in paying absurdly high dividends. 
It may be some years before there is another wave of prosperity. 
It is also doubtful whether, even with returning prosperity, there 
is any real desire amongst employers to improve conditions. 
Most of the Europeans are birds of passage, and their attitude is 
too often that “it will last my time.” The uncertainty of the 
political future makes them loath to spend money in ways which 
do not bring an early return. The Indian owners, with a few 
honourable exceptions, are content to make quick profits. Few 
of them have the idea of building up a solid family business. 
From the workers themselves there is not likely to come any real 
pressure, either for higher wages or for better conditions. These 
villagers, uprooted from their ordinary surroundings, broken into 
little groups by differences of dialect, caste or religion, are never 
likely to be a very hopeful field for the conscientious trade union 
organiser. If the mill-owners had sought their labour among the 
more highly skilled craftsmen, these might have retained in the 
mills some of the very ancient organisation which has existed for 
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centuries amongst the weavers in cities like Ahmedabad. But the 
mills are full of men like the Kolis, who are a fishing caste, of 
North-country Moslems, and of semi-aboriginal or unclean castes. 
These have no such traditions behind them, and now that there 
is a definite surplus of labour in most industrial areas there is even 
less chance of effective organisation. Also for many years the 
formation of bogus trade unions has been an easy method by which 
Indians of the professional classes could win their political spurs, 
and there have been too many occasions since the war when 
strikes have been organised for purely nationalist purposes, and 
the workers abandoned when it suited the politicians’ convenience. 

In the end the real incentive for improvement will have to 
come from the Government, and here again it is difficult to be 
optimistic. The impending changes are acting as a blight upon 
the existing authorities, and one wishes at times that the parable 
of the Unjust Steward could be read every Sunday at Delhi and 
Simla. The future is very uncertain, No one expects much 
effective labour legislation from the Congress Party, which for 
some years has been financed by the Ahmedabad mill-owners, 
and contains a very considerable element of urban landlords and 
money-lenders. One cannot foresee much immediate legislation 
in the nature of drastic land acquisition, minimum wages, or 
control of money-lending. It is however unwise to dogmatise 
about the patterns which democracy may cause to appear in the 


Indian kaleidoscope. 
G. T. GARRATT 
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MR. WELLS’S WEALTH OF NATIONS 3 


It is permissible to term Mr. Wells’s book a twentieth-century 
Inquiry into the Nature and Causes of Human Wealth. Almost 
certainly a young man could not have written it. He could have 
furnished, of course, the “‘facty ” part, but he could not rise above 
his facts so confidently, or strike out generalisations which reflect 
so clearly a long experience of life. And the same wisdom of the 
old hand is visible in the irony of Adam Smith. The mind of 
both is richly stored, and they put facts in their proper place : 
that is to say, they reflect incessantly upon the significance of 
things. Their canons of style, indeed, are vastly different. 
There is between them even more than the difference between 
Gibbon’s Decline and Fall and the Cambridge Medieval History. 
The one is reserved, he is always within his powers. The other is 
tumultuous and sometimes above himself. Adam Smith works 
with the finer brush. Each “ perhaps,” each ‘ however ”’ tells. 
But Mr. Wells has a Rabelaisian affection for strings of nouns 
and verbs. Adam Smith quotes his authorities with meticulous 
care, but Mr. Wells is so impressed with the contents of the 
Encyclopedia Britannica that he finds individual authority a 
second best, something suspiciously close to unpardonable 
scholarship. 

However, for a treatise on the grand scale both have a unique 
qualification. They are not professional economists. The one 
is a philosopher, the other—if he will allow the term—a sociologist. 
They are therefore spared the necessity of using jargon. For 
jargon is the certificate of the qualified professional—an incubus, 
perhaps, but submitted as proof that the writer is not a quack. 
And neither of them suffers from that artificial horror of history 
which is paraded in such tiresome fashion by so many theorists 
of to-day. They blend history with theory. They do not, indeed, 
go so far as Weber or Sombart and claim that through general 
history they will reach theory. Rather, they employ history 
as background for suggestion and illustration, and as a reinforce- 
ment of their judgments on “the hang of things.’”’ What they 
offer, in fine, is a survey of economic life, with two insets, a theory 


1H. G. Wells: The Work, Wealth and Happiness of Mankind. London: 


William Heinemann. 1932. 850 pp. 10s. 6d. 
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408 THE ECONOMIC JOURNAL [SEPT. 


of wealth and a fighting programme. Adam Smith’s fight is for 
freedom in the name of natural justice and for the abolition 
of vested interests; Mr. Wells’s fight is for social control in the 
name of efficiency, and he desires to install the engineer. In the 
reconciliation of programme with theory Mr. Wells has the harder 
task. Laissez-faire economics and laissez-faire policy march well 
together. But if Mr. Wells is a free-trader, I really do not see 
why. He hates Chauvinism, but loves controls. Yet quotas and 
buying boards are a greater threat to freedom of commerce than a 
straightforward protective tariff. Is he then for international 
control? Ultimately, perhaps, but his present faith in Geneva is 
so very dim that Geneva is altogether inadequate for him, the man 
of action. He seems to feel that there is more chance of lecturing 
the world into internationalism by such a book as his than of 
taking it into internationalism by organs of international govern- 
ment. He is, I suggest, at bottom, less cosmopolitan than 
either Castlereagh or Adam Smith. His spectacles are stout 
English, as perhaps one should expect of a scientist who can 
never forget South Kensington. Adam Smith’s classical educa- 
tion precluded insularity such as this. Thus to him England is 
just one of many colonising powers; behind the culture of 
Western Europe lie the cultures of the Old World and the East. 
But Mr. Wells jumps from pre-history to the latest periodicals in 
the English tongue. 

It is, however, Adam Smith, the cosmopolitan, who views 
wealth as a problem of the nations. The key to his genius, as 
lovers of his treatise concede, is the Third Book, “‘ Of the different 
progress of opulence in different nations.”” There is nothing like 
it in the work of his successors. It was too subtle for their hard 
minds, too characteristically of the eighteenth century, as majestic 
and as lacking in utility as a nobleman’s park. The equivalent 
of this in Mr. Wells’s work is the opening sketch of economic 
technique. For a history of nations in their march to opulence he 
substitutes a history of substances, from mud huts to steel sky- 
scrapers, from candlelight to electricity. ‘‘ See the Conquering 
Hero comes ! ’’—not Cesar or Napoleon, but Watt and Kelvin, 
Edison and Ford: Homo Sapiens conquering distance and 
clothing and food. 

Because he fears the nations for their Chauvinism, his approach 
to the problem of empire is oblique. He envisages it as economic 
imperialism, which being interpreted is the exploitation of the 
weaker peoples by buccaneering powers. For empire in a favour- 
able sense he finds no place. Adam Smith’s approach is here 
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richer, as well as more artistic. We pass from Book III, Of the 
Nations, to Book IV, Of the Empire. From his devastating 
account of the cruelties and mismanagement of the colonising 
powers he emerges to a noble plea for imperial democracy and im- 
perial federation. All this would leave Mr. Wells cold. He is 
more interested in cosmetics and advertisement than in the 
possibilities of Empire. Having trounced Putumayo and the 
Congo, he passes on. 

Great men must be allowed their little weakness. Adam 
Smith’s is contempt for the joint-stock company, in particular 
the privileged trading company of East India. Mr. Wells’s is 
abuse of the entrepreneur until and unless he leaves his fortune 
to the endowment of education or research. Somehow or other, 
in the cosmogony of Mr. Wells, the entrepreneur evolves from the 
warrior of feudalism; and he ends quite emphatically as the 
financial crook. Mr. Wells involves himself in this sort of thing 
by dividing mankind into three “‘ personas”’: the peasant, selfish, 
lustful and greedy, who passes by dispossession into the proletariat 
of the towns : the nomad, now an Alexander, now a Captain Kidd 
and now a barrister or a Jay Gould, rapacious scoundrels one and 
all; and finally, the cleric, who flowers into the Civil servant, and 
has his niche in the Hall of Fame, which is the London School of 
Economics. (If we expel the patriot by the front door, he creeps 
in, it would seem, by the back.) Man is but human, be he of 1776 
or 1932. Travesty is a relief to travail. These creators of the 
magnum opus must be allowed to run amok once or twice in their 
long career. But while Mr. Wells dethrones the entrepreneur, he 
is not what I should term an “ associationist.’’ His grouped flats, 
with service laid on, are luxuries of individualism. In this way 
you avoid quarrels with the cook. But on common striving, in 
which the furniture is secondary to the cause, he has little to say. 
He finds the trade union reactionary, the co-operative society 
unimaginative and dull, the town councillor blighted by the essen- 
tial inadequacy of democratic institutions. The group within the 
group, the College within the University, the political party 
within political society, the fellowships of religion and free- 
masonry, of boy scouts and Toc H, appear to leave him cold. 
Artists and actors are not colonies of life, but stray creatures 
underpaid and looted by a profit-seeking capitalism, and so this 
twentieth-century socialist almost joins hands with the father of 
laissez-faire. The one is a classic, the other a modern; and 
medizvalism is repugnant to them both. The one sets the indi- 
vidual above the State, the other salvages him by State-planned 
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engineering. There are no half-tones, no mysteries for them. 
Adam Smith and Mr. Wells are both unfitted to pronounce on the 
ultimate nature and cause of human happiness. Adam Smith, by 
isolating wealth, recognised his limitations; Mr. Wells un- 
fortunately incorporates happiness into his title. But from 
cover to cover there is no trace of a quest for that River of Life, 
which Kim and his lama sought on foot through the gorgeous 
inefficiency of teeming India. Mr. Wells could only take stock 
of lamas if they were listed in the exhibits of the Lahore Museum. 
Marshall narrowed the conventional range of economic 
principles by postponing money to a separate volume. Money, 
however, is the economic core. This Adam Smith and Mr. Wells 
recognise, though neither reach it at a single bite. Mr. Wells has a 
central chapter, which would be the hardest in the book, were it 
not for the fact that the approach is at second-hand. It is intelli- 
gent comment on the subtleties of others in the atmosphere of 
current controversy. Adam Smith separates analysis from 
controversy by a characteristic device. He hides it away in his 
Book I of Principles in an historical digression—the famous 
digression on silver; for here the fundamentals of money can be 
dispassionately examined. What is the best measure of value 
on the evidence of the centuries—corn, labour or the precious 
metals? And he arrives at no certainty. Then in Book II he 
describes the apparatus of money and banking; and finally in 
Book IV enters the arena of controversy with a denunciation of 
the preposterous importance assigned to money by the Mercan- 
tilist doctrine of the Balance of Trade. Mr. Wells is less discreet. 
In the chapter on money we have principles (or reference to 
principles) in one paragraph and controversy in the next. He 
gets, however, in a subsequent chapter a kind of detachment by 
surveying in biography the preposterous accumulations of the 
money-kings, including Hetty Green, America’s miser queen. 
Now it is clear enough where sovereignty resides in the Wealth 
of Nations. It lies with the Invisible Hand, which is immanent in 
the automatic operation of a money economy, with its obedient 
acceptance of market price. But Mr. Wells has no intention of 
worshipping a golden cube of 38 feet; and still less of installing 
in authority the strongest of the money kings. Who then will 
rule in his economic dominion? I fear the answer is the expert 
Civil servant. But is it not of the essence of Civil servants that 
they should have a master? If Westminster must go by the 
board (and of this there is for Mr. Wells no manner of doubt), 
what remains but financial fascism? Let us take care that in 
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sighing for a Mussolini we do not accept a dictatorship of the 
popular press. Politics, like nature, abhor a vacuum. 

There are topics in the treatise of Mr. Wells which find no 
place in the Wealth of Nations. One is Women. All that Adam 
Smith has to say is that women’s education is excellent in con- 
sequence of the absence of public institutions. “‘ They are 
taught what their parents or guardians judge it necessary or 
useful for them to learn; and they are taught nothing else.” In 
Adam Smith’s day women were within the economy of the family. 
But to-day they are partly within and partly without; and, as 
Mr. Wells shrewdly observes, “‘a large part of the increased 
industrial employment of women has nothing to do with the 
unemployment of men: it is a transfer of women from domestic 
to industrial work, because work that was formerly done in the 
home, laundry work, sewing, baking, urban lunch and tea service, 
is now supplied outside.” 

A second is leisure. There was no problem -of leisure 
for Adam Smith, because at that time there was no leisure 
for the mass. The Industrial Revolution in its first phase— 
and this alone, Adam Smith knew—quite clearly augmented 
the demand for labour. Scarcity of labour encouraged invention, 
and the machinery thus invented worked its labour to sickness 
and death. Mr. Wells, writing after nearly two centuries of 
industrialism, has to take stock of a new and formidable side of it, 
namely technological unemployment and the unwanted leisure it 
entails. He is very good here. Man and the monkeys play; 
and industrial man finds in sport a compensation for the tyranny 
of machine-serving. And so the service of sport is a great modern 
industry, coeval with the man-dislodging epoch of power produc- 
tion. Here is a phenomenon even more preposterous than the 
worship of the Golden Cube. At last our technique has improved 
so far that it is technically possible for millions to play; and yet, 
because of the way the release has come, it is not a boon, but a 
nightmare. 

Thus far we have said more about differences than about 
similarities. But the final effort of both embraces the same 
subject; and that subject is Education. Why did Adam Smith 
incorporate in his final Book V a long discussion on Institutions for 
the Education of Youth and Religious Instruction? Formally, 
of course, because they were, or might be, Expenses of the Sove- 
reign. But that is merely the classical manner. The real 
function of the discussion is to effect a balance with Book I. 
Book I opens with the economic advantage of the division of 
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labour: Book V corrects its social disadvantages. But there is 
more to it than this. Viewed in the large, the Wealth of Nations is 
an appeal from Old Prejudice to New Light. Hitherto bias and 
animosity have regulated the affairs of nations. Now let Reason 
have her chance; and how can reason prevail without education ? 
Along this rope Bentham links with Adam Smith, and Owen with 
Jeremy Bentham. Mr. Wells’s hope is equally high, though he 
makes his approach rather differently. Eugenics cannot save us. 
(In leading up to a solution that we should find natural in a scientist, 
and then suddenly pulling away, he is quite in the vein of Adam 
Smith.) For ‘ we cannot breed to a particular quality, because 
we want a complex of qualities.”” ‘‘ We must tolerate much that is 
odd and weak lest we lose much that is glorious and divine.” 
(The lama rubs his eyes in wonderment; “My chela shall go to 
school with Sahib Wells.””) Because eugenics can not do it, we 
must build on education. Mr. Wells, as an educator, is so full 
of ideas and devices that we despair of inventing a curriculum 
which would satisfy him. But at any rate there must be no 
priests or dons. For priests say, ‘‘ Make the sign of the cross and 
you may sin in comparative peace’; and dons are sloppy and 
defensive. (Lord Rutherford and Sir Joseph Thomson are only 
at Cambridge by mistake, and Mr. Keynes really belongs to 
London.) And at any rate there must be encyclopedias by the 
yard and museums by the mile. This is Mr. Wells’s way of 
saying that we must be scientific and progressive, and conceive 
of education as a force at work throughout the whole of life. 
Banded thus in a crusade of enlightenment, the new world of 
science and socialism will rout the “smart Alecs” around us and 
balance the budget of human happiness. 

This question may now be posed. Are we so satisfied with 
our Principles that we can afford to dismiss as unwanted a new 
approach to economics? I doubt it. To teach Principles to 
beginners is becoming not a steadily easier, but a steadily harder 
task. It is harder to-day than it was twenty years ago, and 
this perhaps for several reasons. In the first place, a giant 
in the person of Marshall bestrode the academic scene; and 
although he had his lively critics, the Cannans of this country 
and the Davenports of the United States, it was the custom to 
teach economics around Marshall, following and extending his 
way, or protesting with reasons against it. But we are coming to 
see that Marshall was at the end of a great period; and however 
valuable his method continues to be, his background and above 
all the way he tied his analysis to the Victorian virtues make him 
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for us an object of veneration rather than a present guide. In 
the second place, the currency disturbances, issuing from the War, 
have dislodged Principles from their old supremacy. We give to 
the Macmillan Report and the Treatise on Money many of the hours 
we once gave to marginalism and consumer’s surplus. It is 
intriguing to think of economic science as having been jerked 
from its peace-time rut by the episodes of the War; and an his- 
torical parallel at once suggests itself. The Paper Pound of 
1797 threw up Ricardo and the Bullion Committee. But there 
the parallel ends. For when Cash Payments were resumed, 
there was a resumption also of interest in the old fundamentals, 
in rates and proportions, in the relations between capital, wages 
and population, and the like. 

Why was this? The explanation, surely, is that the nation 
came through a generation of war with a strengthened faith in 
laissez-faire. The country entered the war mainly individualistic, 
and came out of it entirely so; and after 1815 other nations 
deliberately incorporated in their stock of thought the political 
economy of Adam Smith. But in 1914 laissez-faire was waning ; 
and if now it is not altogether dead, it is only because we dislike 
even more the stark cruelties of Soviet Russia. Without doubt 
the fundamentals of the capitalist order are questioned as they 
have never been before. And if the capitalist order goes, how 
much of our Principles goes with it? It is a much more serious 
challenge than that of Einstein to Newton. The new physics 
have not discredited Newton; they merely show that the mighty 
genius of Newton did not go the whole way. But shall we find 
ourselves saying one of these days, ‘‘ Now I see that Marx was 
right’? ? I for one do not think so; and yet, when I venture to 
commend such things as consumer’s co-operation and the public 
ownership of electric power, I find that the youth despises them— 
sugared capitalism it seems to them. They are as contemptuous 
as Marx, and murmur Russia. 

The thought, therefore, comes to one that perhaps economics 
may have to abandon the notion that it is a progressive science 
and content itself with finding a solution for the exigencies of the 
day. It would then become much more like political science 
than it has been hitherto. It would comprise a history of theory, 
which is strictly relative in its truths, and an analysis of institu- 
tions of which no one is very proud. But economists will and 
must resist this; and one aid to them may be the kind of book 
which Mr. Wells, an amateur economist, has tried to write. For 
Mr. Wells has laid firm hold of this fundamental truth. You 
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want history and theory and fighting faith—all three separately 
and together. You want history, because history enables you 
to see the present in proper perspective; you want theory, 
because there is no alternative to brute force, except the exercise 
of the human reason; and you want a fighting faith, because 
otherwise you will sway helplessly between inaction and sensation- 
alism, now doing nothing and now doing all too much. And 
when you have harnessed this trinity, you want to make them 
keep step. You want your synthesis. Mr. Wells offers his help 
here; and it is for us to take it, or to produce something better. 
C. R. Fay 
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A NOTE ON THE LONG-TERM RATE OF INTEREST 
IN RELATION TO THE CONVERSION SCHEME 


1. A REDUCTION of the long-term rate of interest to a low 
level is probably the most necessary of all measures if we are 
to escape from the slump and secure a lasting revival of enterprise. 
The successful conversion of the War Loan to a 3} per cent. basis 
is, therefore, a constructive measure of the very first importance. 
For it represents a direct attack upon the long-term rate, much 
more effective in present circumstances than the indirect attack 
of cheap short-term money, useful and necessary though the 
latter is. 

2. Indeed the effect of the Conversion Scheme on the pre- 
vailing standards of long-term rate of interest; both in Great 
Britain and throughout the world, may be of more far-reaching 
importance than the relief to the burden of the National Debt, 
which can be taken as a symbol of the advantages which bor- 
rowers generally may be going to obtain. But this will only be 
the case if the effect of the Conversion Scheme is not just a flash 
in the pan, propped up by newspaper propaganda and patriotic 
appeal just long enough for the Treasury to attain its immediate 
object, but has more or less lasting sequela. This is also im- 
portant for the Treasury itself, since the opportunities for con- 
version are by no means exhausted by the present operation. 
The aim should be, therefore, to maintain market conditions 
favourable to a falling long-term rate of interest, not only whilst 
the conversion is in progress, but also after it is over. Early this 
year I ventured the opinion that there was no reason why the 
yield of British Government long-term securities should not fall 
to a 34 per cent. basis within the year. There is now no reason 
why they should not fall gradually to a much lower basis than 
this, and every reason in the world why we should wish them to 
do so. But to achieve this will require the combination of 
deliberate purpose with the organised co-operation of the principal 
factors in the market. The following are notes on some aspects 
of the situation. 

3. It is important that the market should be supplied with 
securities of different types and maturities in the proportions 
in which it prefers them. If a particular type of security, such 
as Government stocks having no fixed date of redemption, are 
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in over-supply relatively to stocks with a definite maturity 
either of early or intermediate date, as measured by the relative 
strength of the demand for the two types, the former will tend 
to be a weak market, which will react unfavourably on long- 
term rates of interest generally. 

Paradoxically the risk of this will arise if the Conversion 
is unduly successful, so to speak, under the influence of propaganda 
and patriotic appeal.* For the old War Loan has been widely 
held by firms and by individuals as a temporary or only quasi- 
permanent investment for funds which would or might be needed 
for other purposes perhaps at a definite, perhaps at an indefinite 
date, in the belief that it combined a high yield with less liability 
to fluctuate in capital value than strictly long-dated securities. 
Such holders may agree to convert, but the new War Loan will 
not suit their purposes equally well and they will incline to sell 
it when the first enthusiasm is over, unless they have been suited 
in the meantime with a security of a type more adapted to their 
purpose. 

This object could be attained by offering to holders of assented, 
as well as of unassented, War Loan a short-dated bond at a lower 
rate of interest than 3} per cent. some time in the autumn or winter. 
Indeed, a short-term Bond issue would suit the Treasury in two 
ways. Inthe first place such bonds could, since this type of security 
is now in under-supply, be placed at a rate of interest well below 
33 percent. In the second place it would ensure a better market 
for the new War Loan after December next, and thus pave the 
way for further conversion schemes in due course. Indeed, it 
must always be to the interest of the Treasury to supply the 
heterogeneous requirements of the market with securities of 
different types and maturities in the optimum proportions so as 
to minimise the aggregate cost of the National Debt. 

Popular opinion in relation to the Conversion is, as I interpret 
it, a peculiar combination such as could only exist, perhaps, 
in this country, of a keen desire to make the scheme an over- 
whelming success, both by personal and by communal action, 
with an unspoken conviction or at least a suspicion that the 
whole thing is in truth a bit of bluff which a fortunate conjunction 
of circumstances is enabling us to put over ourselves and one 
another, and that the new War Loan may be expected to fall 
to a discount in due course. 


* Since the above was written figures have been published showing a very 
remarkable degree of success, and the resulting over-supply has in fact shown 
itself in some weakness in the price of the stock. 
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I am not sure that the authorities themselves are entirely 
free from an idea of this kind. Nevertheless I plead for a policy 
based on the opposite hypothesis. For I am convinced that the 
Conversion Scheme is anything but a bluff. A great reduction 
in the long-term rate of interest corresponds profoundly to the 
character and, indeed, to the necessities of the underlying facts, 
and it may even be a necessary condition of the survival of the 
existing financial structure of society. Nor is there anything in 
the attendant circumstances which need prevent our achieving 
it. But it will not happen by itself and must be pursued with 
deliberate purpose. For there is a large conventional or psycho- 
logical element in the market rate of interest which needs firm 
and skilful management. The first error to avoid, therefore, 
is the premature over-supply of a particular type of security. . 

4, The second danger arises in quite a different way. It lies 
in the very great disparity, which has come into existence since 
the Conversion Scheme was broached, between yields ort sterling 
securities quoted in London and yields on comparable securities 
elsewhere, especially in the United States. 

In view of this, the Conversion Scheme would certainly have 
been impracticable in the form it has actually taken if we had 
remained on the gold standard. For it is the vice, as well as 
the virtue, of the gold standard that it links the money markets 
of the world rigidly together and is a preventative of individual 
action. The power of one centre, even of London, to move ahead 
of the rest was narrowly limited by it, and, if the gold standard 
were still functioning, we should have had to accommodate 
ourselves to the common world denominator of intelligence, 
capacity, courage and public spirit. Moreover the power of 
independent action, which we gained when we freed our currency 
from a common international unit, has been reinforced in the 
actual circumstances of the moment by the extreme distrust 
towards the United States which was felt until quite lately, and 
is still felt to-day though not quite so strongly, by most investors 
and financial institutions. And these considerations do not 
apply to the United States alone. There are few quarters of the 
world where, for the time being, the British investor is prepared 
to venture new funds except with the temptation of a much higher 
yield of interest than he can obtain at home. 

Thus to a certain extent the London investment market can 
function as a closed system and move under local influences in 
its own orbit. Even so, however, I should surmise that the 
existing disparity of yields cannot long persist without putting 








418 


THE ECONOMIC JOURNAL [SEPT. 


a great strain on the sterling exchange by stimulating a steady 
trickle of funds, if not a flood, to foreign markets. Since the 
extent of the disparity has not yet been realised except by the 
professional investor, the argument may be illustrated by a few 
examples of the quotations ruling on or about July 20 :— 


(i) Commonwealth of Australia sterling 5 per cents. are 


selling in London at about 102. A similar dollar 5 per 
cent. War Loan is selling in New York at about 72, and 
even this price is the result of heavy buying from this 
side. Argentine sterling 5 per cents. are selling in London 
at about 64, whilst dollar 6 per cents. (of slightly longer 
maturity) are at about 42 in New York. Hungarian 
(League of Nations) sterling 7} per cents. fetch 48, 
whilst the identical dollar loan stands at 28. Indeed over 
a wide field foreign bonds to-day are priced, for a given 
yield and security, anything up to 50 per cent. higher 
in London than in New York. Nor do exchange calcu- 
lations enter directly into the above comparisons, since 
I am comparing securities of which both capital and 
interest are payable in sterling with similar securities 
of which both capital and interest are payable in 
dollars. Such wide disparities have never existed 
before, and it is unlikely that they can last. But 
meanwhile the whole burden of new borrowing, if and 
when there is any, will fall on London, whilst apart 
from new loans, there will be a steady stream of buying 
from London on the New York market. It would 
be imprudent not to expect this. 


(ii) The above samples relate to foreign Government loans. 


But much the same thing is true of well secured in- 
dustrial and Public Utility fixed interest securities 
in Great Britain and the United States respectively, 
as is shown in the following tables :— 


Interest Yields in U.S.A.4 








June 1931 
June 1932 


July 20, 1932 
Aug. 3, 1932. 


20 High-grade 60? 
Industrial Preferred Stocks. | Representative Bonds. 

5-85 4-45 

8-52 7:03 

8-23 6-48 

7:59 6-06 








1 Taken from Standard Statistics. 
2 15 Municipal, 15 Industrial, 15 Railroads and 15 Public Utility. 
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Interest Yields in Great Britain. 1 








90 
British | Home 45 ____| Representative . 
Govt, | Corpora- | Representative | preference | Dominion 
tions. Debentures. Shares. Bonds. 

June 30,1931 . | 4:16 4-43 5-72 6-43 5-26 
Dec. 29, 1931 . 4:85 5-01 6-18 6-75 6-18 
June 28, 1932 . | 3-92 4-16 5-66 6-42 5-00 
July 26,1932 . | 3-67 3°63 4-89 5-16 4-30 




















1 Taken from the Actuaries’ Investment Index. { 
2 One each from Australia, Canada, India, New Zealand and South Africa. 


On reasonably well secured American preferred 
shares, not of the first class, it is easy to find yields of 8 
to 10 percent. And to take an average from the figures 
tabulated by Standard Statistics, excluding those 
which had suspended payment and those (net a few) 
which had a yield of more than 30 per cent. (as repre- 
senting those which were expected to suspend pay- 
ment before long), the 48 preferred stocks of public 
utility concerns had an average yield on July 22 of 
12-5 per cent., whilst the average yield on 142 pre- 
ferred stocks of all classes was 11-4 per cent. 

On the whole, it would not be an over-statement 
to say that, whereas a year ago the rates on fixed 
interest securities were 30 per cent. higher in Great 
Britain than in the United States, the position at the 
end of this July was reversed, yields in the United 
States being fully 30 per cent. higher than in Great 
Britain. It is not to be expected that the distrust of 
the American situation and the risk of fluctuations in 
the exchange will prevent a steady stream of British 
purchases in America to take advantage of this unusual 
discrepancy. 

(iii) Finally, there is the relative change here as compared 
with such countries as France and Holland which can 
be summed up in the following table :— 








Great Britain. France. Holland. 
3 per cent. 3 per cent. | 3 per cent. 
Local Loans. Rentes. (1898.) 
July 1931 F ‘ ; , 664 87 80} 
July 1932 ; ; : = 86 764 754 
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In short, the rate of interest in Great Britain is, for the moment, 
widely out of line with what it is in the rest of the world. I 
call attention to these facts, in order that we may not be taken 
by surprise if we begin to experience their consequences, but 
not in order that we should be too much afraid of them or of the 
inevitable process of relative readjustment. For it is we, in this 
case, who are talking and acting sense, and the others who are 
talking and acting nonsense; and that will tell in our favour in 
the long run. We cannot expect to function as a closed system 
except within limits set by the risk of exchange fluctuations and 
our distrust of financial conditions elsewhere. We must hope, 
therefore, to infect others by our example, and perhaps even to 
supply the first impetus to recovery by our purchases in their 
markets. There is already talk of conversion schemes in Paris 
long overdue and held back hitherto by weak concessions to 
politics. It will not take much to; bring about a reversal of 
sentiment in the United States. For the moment their markets 
are dominated by insane gambling to get in at the bottom, just 
as they were dominated in the boom by insane gambling to get 
out only at the top. If one is offered $20 for the price of $10, 
it may be foolish to refuse; but it may not seem so, if the $20 
is on offer at $8 a week later. Yet positions of this kind—games 
of musical chairs in which all the players but one will in the end 
fail to get a seat—which are not based, and do not even pretend 
to be based, on intrinsic values and long views, change suddenly. 
It may be that London, if she is sane, prudent and bold, will 
initiate the change. But for this we must stick to our policy and 
be prepared if necessary, to sit quietly through a period of exchange 
weakness which may well be calculated to make us nervous, 
without seeking to redress the situation by any deflationary 
measures whatever. 

Since the above paragraph was written (namely, July 20), 
there are abundant indications that the change in the United 
States has actually commenced. I do not so much refer to the 
fact, though it is truly remarkable, that the paper value of all 
the railways and public utilities, after having fallen to one-tenth 
of what it had been two years previously, has then proceeded to 
double itself within five weeks.1 For this is no more than a 


1 As a curiosity, I reproduce below the Dow-Jones Index of Stock Prices :— 











| Rails. Industrials. Utilities. 
Sept. 1929 . 139-11 381-17 144-61 
July 8, 1932 . 13-23 41-22 16-53 
Aug. 11, 1932 28-63 68-90 29-15 
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vivid illustration of the disadvantages of running a country’s 
development and enterprise as a bye-product of a Casino. I 
refer, rather, to the indications of a reversal of the upward trend 
of the long-term rate of interest as shown by a rise of 16 per cent. 
in the index-number of Bonds between July 8 and August 19, 1932. 
5. If the change in the rate of interest is to be lasting, there 
are many adjustments still to take place. We have seen that 
securities of all kinds, quoted on the Stock Exchange, have re- 
sponded with extraordinary sensitiveness. Indeed, it would 
seem in some cases that they have over-responded. But there 
are still large areas where the readjustment has scarcely begun— 
in particular the real estate market, mortgages, and house rents. 
Bank charges and Building Society charges, and, on the other hand, 
the rates allowed on deposits by the Post Office, the Banks, Build- 
ing Societies, Municipal Authorities and Savings Institutions are 
another field where adjustment to the new facts lags behind. All 
possible readjustments in these directions are, however, of extreme 
importance for the revival of constructive enterprise. In par- 
ticular, it might be well if the Banks, the Building Societies and 
the Post Office Savings Bank would confer together with a view to 
reducing the rates allowed on all new deposits (or re-deposits) to 
figures (say) one-third below the present figures, which would 
allow corresponding abatements for charges on new advances. 
The position of the Banks (the Big Five) presents a difficult 
practical problem. Since the War they have incurred expenses, 
partly through generosity to their employees, partly through 
ostentation and partly through excessive competition for new 
business, which assume the permanence of relatively dear money. 
It is said that their expenses now amount to somewhere in the 
neighbourhood of 2 per cent. of their total deposits. Moreover, 
there are many old-standing arrangements for allowing 2} per 
cent. on deposits which they are loth to disturb and which it 
might be unfair to disturb in view of the depositors having ac- 
cepted this rate all through the dear money period. Thus with 
Treasury bills yielding 4 per cent. and loans to the Money Market 
round 1 per cent., the Banks are dependent on earning a high 
rate on their advances if they are to cover their expenses. The 
practical result is that, by obstinately maintaining their charges on 
advances at 5 per cent. except to strong or favoured customers or 
those who threaten to go elsewhere, the banks are something of 
an obstruction to a decline in the rate of interest to certain 
types of borrowers; and it is difficult to see the way out. In 
the same way in the United States the fear of the Member Banks 
No. 167.—voL. XLIl. FF 
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lest they should be unable to cover their expenses is an obstacle 
to the adoption of a whole-hearted cheap money policy. 

The Building Societies, on the other hand, are beginning to 
act. They have already reduced the rates which they allow on 
new deposits, and there are signs of a movement to reduce the 
rates charged on new mortgage loans. For example, the Halifax 
Building Society, which is one of the most important in the 
country, has already reduced its charges on new mortgage loans 
by 4 per cent. The funds administered by the Building Societies 
are now so enormous that this is a movement of the very first 
importance. We do not always remember the gigantic growth of 
these institutions since the war ;—their new advances on mort- 
gage were about £90,000,000 in each of the years 1930 and 1931, 
as compared with £9,000,000 in 1913 and no more than £25,000,000 
even in 1920. Indeed the amount of new investment within this 
country, otherwise than through the Building Societies and public 
or semi-public Authorities and Boards, is now so paltry as to 
have but little effect on the total. If the rates generally charged 
by Building Societies could be brought down from their present level 
of 54 to 6 per cent. to (say) 4 to 4} per cent., this would amount 
to a reduction of some 25 per cent. in the cost of house-room for 
a section of the population, the elasticity of whose demand for 
house-room is probably considerable. I can conceive of few 
things more helpful to a recovery than this would be. 

6. If we agree that the main object and advantage of a re- 
duction in the long-term rate of interest is the assistance and 
stimulation of new enterprise, we must be careful not to sacrifice 
the end to the means. For a low rate of interest which was 
only maintained by restraining new enterprise, would be the 
most futile and disastrous way in which we could occupy ourselves. 
The market rate of interest depends much more on the psychology 
of the lender and on the behaviour of the banking system, than 
on the volume of new enterprise; and there is no necessary 
reason why the continued maintenance of low interest rates 
should not be compatible with a marked revival of new borrowing. 

It is most desirable, therefore, to re-open the new issue 
market in London which is still closed to all new borrowers by 
the ban of the Treasury, as soon as possible. Indeed the ban is 
unusually strict, applying even to refunding operations and to 
companies seeking to raise funds for expansion from their own 
shareholders. <A reversal of this state of affairs is called for 
urgently, and the Treasury, having tasted blood, must not get 
into the state of mind of wanting to make the slump permanent 
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in the interest of yet further Conversion Schemes. At the same 
time I hope that we shall not return to complete laissez-faire 
in overseas lending. Another measure, depending upon the 
Treasury, which is urgently called for is a reduction in the 
rate for new loans charged by the Local Loans Commissioners 
to Local Authorities to a level which corresponds to the new 
price of Local Loans Stock. A fall of between a quarter and a 
third in the interest cost is the equivalent of about five shillings 
in the weekly rental of houses let at £1 a week. This means 
that even if there were to be some reduction in the subsidy, 
houses could be built to let at an appreciably lower rental than 
hitherto. Unfortunately the Ministry of Health is still issuing 
circulars to Local Authorities to discourage them from capital 
developments. The real obstacle here is, I think, that the 
minds of most people are still riddled with the fallacy that the 
volume of investment and the rate of interest are maintained 
at the right figures by some absolutely reliable automatic 
mechanism. It is believed that what we decide is always the 
direction of investment and never the volume of investment, so 
that to encourage investment in one direction is always ‘to 
divert it from some other direction. If only this deep-seated 
habit of thought could be eradicated ! 

7. One effect of the Conversion Scheme has been to bring the 
stocks of the Dominions to a level at which they can again borrow 
without discredit or overburdening themselves, as shown in the 
above table (p. 419). If such loans can be floated, we shall 
have taken a step forward towards world recovery. I believe 
that we should use our available surplus for overseas lending 
more fruitfully if we were to direct it to the Dominions and China 
and, perhaps, South America, than to the distressed countries 
of Europe, as we shall doubtless be pressed to do at the 
forthcoming World Economic Conference. For a given sum 
advanced in the former directions might do more for inter- 
national trade than if it goes into the latter channels. Professor 
Belshaw of New Zealand has suggested to me in correspondence 
that there should be floated an Empire Reconstruction Loan of 
(say) £100,000,000, each of the Dominions guaranteeing some- 
what more than its quota and Great Britain also guaranteeing 
an amount of the interest and sinking fund not exceeding a certain 
proportion, so that the loan would be quite safe unless more 
than (say) a third of the borrowers were to default. Projects 
of this kind deserve serious consideration. J. M. Keynes 
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REVIEWS 


An Essay on the Significance of Economic Science. By LionEL 
Rossins. (Pp. xii+ 141. Macmillan. 7s. 6d.) 


A TEACHER who tries to restrain what appear to him to be 
the vagaries of his old pupils when they have already reached 
the early stages of maturity and of the acquisition of reputation 
runs great risk of presenting a spectacle like that of the heroic 
hen which plunged into the Cherwell to rescue ducklings which she 
had fostered. Yet I cannot refrain from putting forward some 
defence of the conception of economics as the science of wealth 
(explained as the more material side of welfare) against Professor 
Robbins’ ‘‘ Science which studies human behaviour as a relation- 
ship between ends and scarce means which have alternative 
uses”? (p. 15). Instead of regarding “‘the economic system ” 
(I do not think he means that there is only one economic system) 
as a “‘ gigantic machine ” for securing material welfare, and trying 
to explain this machine and its working, Professor Robbins thinks 
the economist should regard the economic system “as a series 
of interdependent but conceptually discrete relationships between 
men and economic goods,” and should “ask under what con- 
ditions these relationships are constant, and what are the effects 
of changes in either the ends or the means between which they 
mediate ”’ (pp. 67-8). 

But can it be denied that the economic system or any economic 
system covering a large part of the world is a “ gigantic machine ”’ ? 
That is just what it is, and the business of the economist is to 
explain its structure and working. Moreover no one will com- 
plain if the economist suggests real improvements in it. Professor 
Robbins, like many other economists, seems to try to ignore the 
machine when he says “ it is clearly necessary to assume a social 
order within which the valuations based upon it may show them- 
selves in tendencies to action,” and ‘‘ we assume a legal frame- 
work of economic activity ” (p. 93). Considering the enormous 
changes to which this framework—the structure of the gigantic 
machine—is subject, we have no right to make any such assump- 
tion. A good example of the misleading character of the assump- 
tion is furnished in Professor Robbins’ own account of what 
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happened when the Armistice was signed on November 11, 1918. 
He says that at 10.55 masses of military material were ‘‘ wealth 
and productive power,” and “at 11.5 had become ‘ not wealth,’ 
an embarrassment, a source of social waste” (p. 47). So long 
as the guns of the belligerent nations were belching forth death 
and destruction, they were wealth and productive power; when 
they were silenced and became useful scrap, they were an em- 
barrassment, a source of social waste! Professor Robbins is led 
to this bizarre conclusion because he attributes the “ sea change ”’ 
(alias the loss of value) of the military material to the collapse of 
demand for it without noticing that this collapse was entirely 
due to the restoration of a part of the usual “ social order,” 
namely, peace between nations, which had been suspended since 
August 1914. For more than four years the working of the 
* gigantic machine ” had been, in consequence of the suspension, 
very bad. 

Professor Robbins will not allow us to say the War was bad 
from an economic point of view. If one or both of the belligerents 
(he does not make it clear whether one or both) decides (whether 
rightly or wrongly, he does not say) that “ the anticipated result 
is worth the sacrifice,” then there can be no economic objection. 
On the same principle I suppose he would see no economic objec- 
tion to owners burning their property, if, “‘ having regard to all 
the issues and all the sacrifices involved,” they think it worth 
while to try to cheat the fire-insurance company. “There are 
no economic ends. There are only economical and uneconomical 
ways of achieving given ends. We cannot say that the pursuit 
of given ends is uneconomical because the ends are uneconomical ; 
we can only say it is uneconomical if the ends are pursued with 
an unnecessary expenditure of means” (p. 129). Get on with 
your fraudulent arson, but mind you don’t use more matches 
than are necessary ! 

I do not know how to reconcile the admitted existence of 
“‘ the economic system ”’ in its present form with the non-existence 
of economic ends. However the first beginnings of the system 
arose, mankind has modified it from time to time through the 
ages with the intention of making it—this gigantic machine— 
do its work better, and there has been very little doubt about 
the meaning of doing it better. When people ask the professor 
whether such and such a change will be good or bad, they will 
only find him tiresome if he pretends that he knows nothing of 
good and bad ends in economic matters and can only talk about 
the cheapness or dearness of different ways of attaining a given 
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end. They will say, ‘“ You know perfectly well that what we 
want from you is to be told whether this proposed change will 
make us and our children better off. For goodness sake give us 
a reasoned reply without beating about the bush and quoting 
dozens of foreign economists whom we shall never read.” 

Benefactors endow Chairs of Economics, audiences listen to 
economic lectures, purchasers buy economic books, because they 
think that understanding economics will make people better off. 
Is it really necessary for professors of economics to destroy this 
demand for economic teaching by alleging that they do not know 
what “ better off ” means ? 

For that iswhat Professor Robbins’ attack on the more material 
side of welfare as the subject of economics really comes to. 
** Material welfare’ is the clumsy attempt of the economist to 
express the common and useful conception of economics in his 
own stilted official language. Professor Robbins rather per- 
versely speaks as if the material-welfare theorist drew the line 
between material welfare and other welfare very much further 
to the left—much nearer, that is, to the grossest animal neces- 
saries of life—than anyone now thinks of doing. The material- 
welfare theorist is not a physiocrat, but ventures to agree with the 
ordinary modern view that we do get outside economic goods 
when we come to such non-material things as the consolations of 
religion and the joys and sorrows of acquiring and losing spouses 
and children. Professor Robbins represents him as thinking he 
is getting outside in a circus or a concert room, regardless of the 
fact that the very book which bears the brunt of his criticism 
expressly includes “‘ concerts ”’ on the material side after “ food, 
clothing, shelter, pictures.” 

I fail to find much force in what he considers the most 
“crushing objection” to the material-welfare view. He says 
that if we think of welfare as having a material and another side, 
we still have to divide our activity between the two sides (p. 11). 
That is perfectly true. We may have, for example, to decide 
whether to refuse to work overtime when an urgent order has 
suddenly come in and thereby offend our employer and damage 
our industrial prospects, or break an appointment with the young 
woman we are courting and damage our matrimonial prospects. 
Professor Robbins concludes that “ one of the main problems of 
the Theory of Production lies half outside ” the material-welfare 
definition of economics. I should say that such decisions are 
not problems of Production but problems of Life, and that if 
they lie half outside the material-welfare definition of economics, 
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that is just about where they ought to lie. They are partly 


outside and partly inside economics. 
EDWIN CANNAN 


Capital Imports and the Terms of Trade, examined in the light of 
staty years of Australian borrowings. By RoLtanp WILsoN. 
(Melbourne University Press in association with Macmillan 
& Co. 1931. Pp. viii + 111.) 


Dr. Witson’s book may be divided into three parts: an 
estimate of Australia’s borrowings over a sixty-year period 
(1871-1930), an essay in the theory of international capital move- 
ments, and an attempt to verify the theoretical conclusions with 
the aid of the Australian figures. 

The first task is carried out with the care and subtlety that one 
would expect in a pupil of Professor Viner’s. The main attack is 
by the indirect method ; a comparison is subsequently made with 
the direct figures available since 1903, namely the volume of the 
overseas public debt and the movements in banking balances. 
The cumulative total reached by the indirect method for the years 
1903-1930 is £415,237,000, while the amount of public debt 
raised overseas in those years was £421,217,000. Dr. Wilson is 
not unduly impressed by the close approximation of these figures ; 
there are greater discrepancies for sections of the period than for 
the whole. Dr. Wilson throughout lays stress on the tentative 
character of the estimates. This section is a notable contribution 
to the statistical study of international payments; it should 
stimulate others to labour in the same field and public authorities 
to collect fuller records of current events, so that future economists 
may have better data to assist them, in their attack on this 
important branch of theory. 

Dr. Wilson’s theoretical essay is extremely interesting and 
suggestive, both for his criticism of the orthodox analysis and for 
his own method of attacking the problem. An atmosphere of 
scepticism about the possibility of obtaining positive results 
pervades his discussion ; but Dr. Wilson claims to have established 
one definite conclusion, and it may be well to concentrate atten- 
tion on this. It is difficult to assess its value accurately, as the 
treatment is sketchy and not exhaustive. Dr. Wilson may have 
felt that a more lengthy theoretical investigation would have 
destroyed the balance of his book. At the same time, since he 
has original ideas to contribute to the subject, it is to be hoped 

hat he will work them out fully and reach a stage in which the 
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conclusions can be stated in a final and cogent form. He observes 
in the preface that “‘ the present slender volume may be regarded 
by the pessimistic, therefore, as a promise of more to come.” 
Inverting his sense slightly, for “‘ pessimistic ’”’ we may substitute 
** optimistic.” 

Dr. Wilson is concerned to challenge the traditional view that 
a loan from country X to country Y necessarily makes the terms 
of interchange less favourable to X. His own conclusion is that, 
as between X’s exports and Y’s exports, that class of goods will be 
higher relatively to the other, for which Y has the greater relative 
demand as compared with X. Consequently, if the ratio of Y’s 
demand for the class of X export goods to her demand for the 
class of Y export goods exceeds the ratio of X’s demand for the 
class of X export goods to X’s demand for the class of Y export 
goods, the terms of trade will actually move in favour of X, the 
lending country. In other words, the shift in demand, associated 
with the shift in purchasing power due to the loan, may enhance 
the total demand for the lending country’s export goods relatively 
to the total demand for the borrowing country’s export goods, 
and so cause a rise in the price level of the lending country’s 
export goods relatively to that of her import goods. (The two 
countries are here, as in the traditional analysis, considered in 
isolation.) Of course the conditions of demand may be the op- 
posite of these, and in that case the terms of trade will move 
against the lending country. Either of the conditions is held to 
be as probable as the other. Dr. Wilson’s introduction of a 
consideration of the demand for both classes of commodities in 
both countries is without doubt of first-rate importance. He is 
well justified in criticising the usual treatment of the subject for 
this omission. 

In order to reach his conclusion, Dr. Wilson proceeds by way 
of four examples. In examples I-III he assumes that neither 
country spends any of its income on domestic (non-tradable) 
commodities; income in each country is divided between the 
class of goods exported by X and the class of goods exported by 
Y. In the fourth example the domestic goods are introduced. 
Dr. Wilson’s conclusion appears to be valid so long as domestic 
goods are not introduced, and this is in itself an interesting fact. 
But when account is taken of domestic goods, the traditional 
analysis, as I shall endeavour to show, must come into its own 
again. 

The matter is of such fundamental importance that I propose 
to give two of Dr. Wilson’s examples (III and IV). 
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Example III 


X’s Demand. Y’s Demand. 


X export goods x ° G= se 
Domestic goods : : gz? ore 
Y export goods si 2+3 


The large figures show the proportions in which demand is 
divided in each country between the three classes of goods before 
the loan occurs. Since X exports are taken to be equal to Y 
exports initially, 3 units in the X column are equal to 7 units in 
the Y column (large). The small figures stand for the increase 
(and loss) of demand in each country due to the loan. The value 
of goods represented by the small units is the same in each 
country. It is supposed that the distribution of the gain (or 
loss) in purchasing power among the classes, prior to any price 
shift, which I shall call the primary distribution, is in the same 
proportions as the distribution of the main income. Now it 
must be observed that in this example there is a net increase 
(+ 1, small) in the total demand for X goods, and a net decrease 
(— 1, small) in the total demand for Y goods. Furthermore, X 
exports 7 additional units (small) and imports 3 less (small); a 
favourable balance of 10 units (small) is thus generated. This 
exceeds the value of the loan, which consists of 9 units (small). 
Thus X export goods tend to rise relatively to Y export goods 
and the terms of trade become more favourable to the lending 
country. This price shift will proceed until the favourable 
balance is reduced to the dimensions of the loan. 

The interesting point revealed by this method of analysis is 
that, so long as the domestic goods figures are zero, if the shift of 
demand due to the Joan produces a rise in the total demand for 
X exports relative to that for Y exports, it must also produce a 
favourable balance in excess of the loan; and if the shift of de- 
mand produces a rise in the total demand for Y exports relative 
to that for X exports, it must also produce a favourable balance 
that is less than the loan. Dr. Wilson has thus demonstrated 
that there are forces tending to bring about equilibrium without 
a transfer of money. Moreover, a relative rise in the total de- 
mand for X export goods or in that for Y export goods are equally 
probable; consequently it is as likely that the terms of trade 
will move in favour of X as that they will move against her. (It 
should be observed that Dr. Wilson’s self-equilibrating system is 
open to the same difficulties, if certain conditions of elasticity of 
demand are postulated, that he himself raises in criticising 
Professor Taussig’s analysis; but that is a minor matter.) 











430 THE ECONOMIC JOURNAL [SEPT, 


In the real world, however, there are domestic goods; and 
Dr. Wilson’s crucial example is therefore his fourth. 


Example IV 
X’s Demand. Y’s Demand. 
X export goods : : 2 y+? 
Domestic goods : ; 4-4 Usa 
Y export goods : : 37% 1+! 


In this example we have a double result, which was impossible 
so long as domestic goods were left out of the picture: the total 
rise in demand for X export goods (— 1, small) exceeds alge- 
braically the total rise in demand for Y export goods (— 2, 
small), and the primary favourable balance (4, small) falls short 
of the loan (9, small). The primary movement in terms of trade 
is in favour of X; X export prices rise relatively to Y export 
prices. This, on ordinary assumptions as to elasticity, increases 
the gap between the favourable balance and the loan. The 
double result here noted is not fortuitous and improbable. On 
the contrary, the favourable balance mus¢ fall short of the loan, 
unless X’s demand for Y exports plus Y’s demand for X exports 
is at least half the total joint demand of X and Y for all goods, 
and that is improbable. Consequently if the primary effect of 
the loan is a movement of terms favourable to X, it is probable 
that there will be a gap between the loan and the favourable 
balance, with forces at work tending to widen the gap. 

How is equilibrium to be restored? Dr. Wilson’s only ex- 
pedient for restoring equilibrium is a weak one and will not 
stand the strain. Domestic prices, he urges, will rise in Y rela- 
tively to other prices and fall in X. Demand in Y will therefore 
shift to tradable goods generally and demand in X will move 
from them. It is not probable that this would produce the effect 
required. Considered as broad classes, tradable and non-tradable 
goods are not in general substitutable for each other, and the 
demand for each class as a whole is likely to have considerable 
inelasticity. If this is so, the shift in prices between tradable 
and non-tradable goods will have the wrong effect. Are we not, 
then, driven at this point to introduce the orthodox gadget ? 
At least Dr. Wilson does not show how it can be avoided. The 
excess of the loan over the favourable balance must be made 
good by a flow of money from X to Y and/or inflation in Y 
and/or deflation in X. The extra amount of favourable balance 
necessary to cover the loan will be generated by a secondary rise 
of monetary demand in Y and/or a secondary fall in X. If this 
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process merely takes up the slack of unemployed in Y and/or 
throws factors out of employment in X without affecting the 
rewards of those still employed, it may be granted that a second- 
ary shift in the terms of trade may not occur. But if the inflation 
in Y produces any rise of monetary rewards there and/or defla- 
tion in X produces a fall there, the terms of trade move in favour 
of Y. The essence of the matter is that, if there are any domestic 
goods at all in each country, the change in the balance of trade 
generated by the primary shift of purchasing power will probably 
be less than the loan; if this is so, a secondary shift in the terms 
of trade, unfavourable to X, will be required to restore the balance. 
As the primary shift is equally likely to be in either direction, 
the balance of probability is that there will be a net adverse 
shift. 

Dr. Wilson has a second conclusion. Domestic prices will, 
he holds, rise in the receiving country relatively to the prices of 
tradable goods generally, and fall in the paying countfy. His 
assumptions with regard to costs are that in the short period the 
curves are positively inclined, while in the long period costs are 
constant. On this assumption a shift in domestic prices rela- 
tively to export prices can only subsist in the long period, so long 
as factors of production are stranded. If on the other hand 
some positive inclination in the long period cost curves is allowed, 
Dr. Wilson’s second conclusion holds. A smaller proportion of 
the receiving country’s productive resources will be devoted to 
tradable goods generally, and a larger proportion of the paying 
country’s, with the result that the domestic/international price 
ratio will rise in the former and fall in the latter. 

In passing Dr. Wilson makes many interesting points. Tor 
instance, he observes that in assessing benefit or detriment, a 
change in the volume of trade consequent on a loan may be more 
important than a change in the terms. Again the domestic 
production of goods of the import class, if and when cost curves 
are positively inclined, should be taken into account. 

In his chapter on “ verification,” in which Dr. Wilson is duly 
cautious, he finds no correlation between Australian borrowing 
and her export/import price ratio, and some correlation between 
borrowing and her domestic/international price ratio. 

The book is a valuable addition to the literature of international 
trade. 

R. F. Harrop 
Christ Church, 
Oxford. 
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Economic Progress and Economic Crises. By JoHAN AKERMAN. 
Translated by Elizabeth Sprigge and Claude Napier. (Mac- 
millan & Co. 1932. Pp. i-x, 190. 8s. 6d.) 

Dr. AKERMAN is very discontented with economic theory as it 
stands at present, that is (in his terminology) with ‘‘ the economics 
of equilibrium,” and in this volume tries to outline the field and 
method of what he calls ‘‘ the economics of time,” which will 
deal with progress and change. This study is concerned rather 
with methods of analysis than with the actual solution of the 
problems presented: ‘‘ we have attached more importance to 
the mode of thought than to practical details of its application ”’ 
(p. 185). For this reason this review will be more concerned 
with the author’s methods than with his analysis. 

The author is trying throughout to develop an “ economics 
of time,”’ which (p. ix) is said to be ‘“‘ concrete, quantitative, and 
determined by time,” in order to replace the “‘ economics of 
equilibrium,” which is “ hypothetical, qualitative and timeless.”’ 
By the “ economics of equilibrium ”’ it is clear from the book 
that the author has in mind the analysis of an economy in long 
period static equilibrium. But it is not quite so clear why such 
an economic theory is said to be timeless. In many passages it 
is so called because it cannot study the process of change which 
is caused in an economy by seasonal fluctuations, by inventions, 
by capital accumulation, etc. But in certain passages, in which 
the author is talking of capital theory, it seems that there is a 
further type of reason for calling a study of static equilibrium 
timeless: ‘‘ Capital, the essential attribute of which is its extent 
in time and which may positively be said to be a measure of time 
is ’—in the economics of equilibrium—‘“‘ to be regarded as a 
timeless phenomenon. In such an exposition capital can only 
be described as the supply of unemployed purchasing power 
which is available at a given moment” (p. 18). “In such a 

community there is no growth of capital and, consequently, no 
interest on capital ”’ (p. 28). Now in this sense the economics of 
equilibrium are certainly not “ timeless ’’; there will be a certain 
average length of the period of production in a static state, and 
a certain rate of interest which will just maintain the capital 
supply. Moreover, it is difficult to see how this idea is com- 
patible with statements concerning the rate of interest as treated 
in a progressive state. On pp. 50 and 51, when the author is 
dealing with “ that part of investment which goes to the replace- 
ment of exhausted capital,’ he writes: ‘‘ Whether capital be 
applied to the replacement of outworn buildings has no practical 
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bearing on the money market, because what primarily carries 
weight in connection with every investment is the expected 
return. From this point of view there is only the creation of 
new capital... .” Surely then from this point of view the static 
state is no more timeless than the progressive state ? 

What the author is actually contrasting is the economic 
theory of a static equilibrium with the economic theory of the 
process of change, whether that change is due to inventions, the 
process of capital accumulation or the recurrence of the seasons 
of the year. Certainly this is a very important study which is 
as yet very little developed. Such an economic theory will of 
necessity have to “establish laws each of which applies to a 
certain economic period” (p. 22); the treatment will in fact be 
an application to the whole economy of the distinction, which 
Marshall made between long and short periods for the analysis of 
a particular equilibrium. In this sense an economics of change 
will essentially be an economics of time. . 

But the author continues (p. 22): ‘In such a theoretic 
reconstruction one comes quite naturally to start from economic 
statistics and thus, as in the natural sciences, to let the material 
of observation serve as a basis for the explanation of causal asso- 
ciation.”” And on pp. 80 and 81 he divides methods of economic 
study into three groups, the economics of equilibrium, the historical 
school and “‘ the third trend of thought, which is now beginning 
to come to the fore, [is] an economico-statistic conception which 
in its attitude to the causation problem in economics approximates 
to the mental standpoint of natural science.” It is certainly true 
that when one is studying the process of change statistical 
enquiries for the first time have a great importance, since they 
are irrelevant in a study of static equilibrium. But in my 
opinion progress will not be made mainly along these lines. 
Where in the nature of things a controlled experiment is impos- 
sible, how will it be possible to discover by statistical methods 
the cause of some variation—even if it be fairly regular—which 
may be due to changes in demand, to inventions or to a rhythm 
which is due to the process of accumulation of capital? There 
is a fourth type of economic study, which is quite independent of 
statistical enquiry, in which certain assumptions are made and 
from these assumptions the process of change due to important 
inventions or the continual accumulation of capital is deduced. 
Such a dynamic theory supplemented by statistical enquiry is 
likely to be the source of future progress in economic science, but 
it will be very closely allied to the ‘‘ economics of equilibrium.” 
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I have spent so much time reviewing the methodological 
questions raised by Dr. Akerman’s book, that it is impossible to 
say a great deal about the author’s actual analysis, which is of 
great interest. His statistical study leads him to state that 
there are three main economic periods, over which change takes 
place, namely the seasonal, the cyclic and the secular periods. 
He stresses the importance of a study of seasonal variations; 
and it is certainly true that such a study should prove very 
fruitful, for the fundamental cause of such variations is already 
known and they are for that reason pre-eminently fitted for the 
type of study which the author desires to make. But cyclic and 
secular waves are in an entirely different category, since we have 
to discover the first causes themselves; and surely it is significant 
that many people would deny the existence of secular and some 
that of cyclic waves, while no one would question the reality of 
a seasonal wave. 

In his analysis of cyclic changes (Chapter IV), the author 
states (pp. 49 and 50) that “ it is most characteristic of this period 
that loan rate and real interest seldom tally,’ and that “ this 
circumstance . . . may be said to be the foundation-stone of 
the whole cycle phenomenon.” Yet he states that in this chapter 
in which he is discussing cyclic waves he is not discussing 
monetary phenomenon, which he leaves to Chapter VIII, on 
“The Purpose of Credit.”” This is an unfortunate separation, 
for it is impossible to discuss the purpose of credit apart from 
the rate of interest and trade fluctuations. In Chapter VIII he 
discusses the difference between a boom in which prices rise and 
one in which prices remain constant but profits rise because of 
a fall in costs brought about by rationalisation. ‘‘ Whereas a 
boom resulting from a brisk advance in prices may to a great 
extent be supported by enforced savings, in a boom unaccom- 
panied by inflation there is exceptionally free access to voluntary 
savings. The profits of enterprise are increased with extra- 
ordinary rapidity.” From this passage it would seem that there 
are no forced savings (or dissavings) if prices remain constant ; 
but since there is a boom we are to suppose, I imagine, some 
discrepancy between ‘“ the loan rate and the real interest rate ”’ 
when costs fall and prices remain unchanged. It would follow 
from this (i) that while there are no forced savings or dissavings 
the loan rate may not equal the real rate and as a corollary 
(ii) that while the loan rate equals the real rate there may be 
enforced dissavings if prices are falling because of a fall in costs. 
Now whether the author means this to be so or not, I do not 
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know. But he should have told us exactly what were his assump- 
tions and definitions when he spoke of forced savings, the loan 
rate, the real rate of interest, etc. For in spite of what he says 
it is by a method of study independent of statistical enquiry that 
he does in fact proceed to analyse the process of change, and for 
such a study an accurate statement of definitions and assump- 
tions is a necessary first step, which unfortunately he omits. 
J. E. MEADE 
Hertford College, 
Oxford. 


Les Crises Economiques. By M. Bountatian. (Second Edition, 
Paris, Giard. Pp. 430. 60 fr.) 


TuE first edition of M. Bouniatian’s book appeared in German 
in 1907 under the title Wirtschaftskrisen und Ueber-Kapitalisation, 
and successive editions appeared in Russian in 1915 and in French 
in 1921. We now have a second French edition, dated December 
1929. 

The book expounds the author’s well-known theory of the trade 
cycle, and the new edition, besides bringing various illustrative 
allusions and statistical material up to date, has elaborated the 
passages dealing with bank credit and with the price level. 

M. Bouniatian’s theory of the trade cycle is based on “ over- 
capitalisation.” Capital outlay is undertaken in anticipation of 
a demand for consumers’ goods. But the volume of saving is 
determined not by any calculation of the prospective demand 
for consumers’ goods, but by the propensities of the individual. 
The ‘blind passion of accumulation” is unlimited (p. 359), 
and it tends to be increased by inequality of distribution. The 
entrepreneur’s profit plays an important part in accumulation. 
At a time of expansion, the rise of prices bothincreases the resources 
of the entrepreneur and improves the prospect of gain from the 
application of those resources to new investments (pp. 217 and 
365). 

When such a stimulus to capital outlay occurs, there is a 
tendency for the equipment of industry to outstrip the demand for 
goods for consumption, and there results depression associated 
with a fall of prices first of consumption goods, and then of capital 
goods. ‘If consumption remains constant, a constantly increasing 
part of the productive resources producing consumption goods 
must be diverted to produce capital goods. But we have seen 
that the production of capital goods is strictly dependent on 
consumption. If the latter remains stationary, the increase of 
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these goods must quickly and inevitably provoke a general decline 
of prices ” (pp. 267-8). 

There results a diminution in the yield of capital which revises 
distribution in favour of the consumer (pp. 341 and 384-5), 
capital outlay falls off again, and over-capitalisation is corrected. 
The way is thus prepared for revival. 

It will be seen that this theory of the trade cycle is closely 
associated with fluctuations of the price level. That is a matter 
on which M. Bouniatian has very individual views. He starts 
from the assumption that inelasticity of demand is characteristic 
of practically all goods. He builds a good deal on Gregory King’s 
famous empirical formula relating the price of wheat to the 
supply, and assumes as a general principle that ‘“ the price varies 
(approximately) in geometrical progression when the supply 
varies in arithmetical progression ” (p. 223). If there isa diver- 
sion of demand from products in general to one product or to a 
small group, then “‘ the demand concentrated on one commodity 
or on a small number increases their value considerably more than 
the equal diminution of demand for a great number decreases the 
value of the latter ”’ (p. 244). The increases in price outweigh the 
decreases and “thus the concentration of demand evokes a rise 
in the price level and in the total value of goods” (pp. 245-6). 

Similarly, if demand is diverted from a small group of products 
to products in general, there will be on balance a fall in the 
price level and in the total value of goods. 

There is also a tendency for a rise or fall of the price level, 
once begun, to spread to other products (pp. 220-2). If there is 
a rise in the price of some important product, there results an 
increased demand for the capital goods required for producing 
and handling it. The prices of these latter rise in turn, and the 
increase of demand extends to all other goods, including even 
those for which the demand was at the outset actually diminished. 
So there arises a general rise of prices (p. 254). 

This analysis enables M. Bouniatian to account for price 
fluctuations without introducing monetary causes. In treating 
of the monetary factor, he contends that changes in the note 
issue are the consequence and not the cause of changes in price 
(p. 189). Substitutes for money, whether banknotes, cheques, or 
other credit instruments, by responding to the needs of business, 
tend to moderate price fluctuations which would otherwise occur 
(p. 190). Banks seek to expand credit at times of depression 
as well as at times of activity, and therefore the operative cause 
must be something other than their action (p. 194). And if the 
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creation of credit by the banks were the operative cause, the trade 
cycle would be a peculiarity of the Anglo-Saxon countries where 
the credit system is fully developed (p. 193). 

M. Bouniatian has devoted much ingenuity and acumen to 
this line of argument, for which he would undoubtedly find con- 
siderable support among contemporary French economists. 
But there are, I think, certain’ fatal defects in it. 

The foundation of his explanation of the trade cycle is his 
theory of over-capitalisation. But why should the tendency to 
over-capitalisation assume a fluctuating or periodic character ? 
The productive power of the community is never fully employed, 
even at times of intense activity (pp. 212 and 346). It would 
seem to follow that the appearance of an increased demand for 
consumption goods does not in itself require additional capital 
equipment, but merely the fuller employment of that which 
already exists. The reason for the additional capital outlay at a 
time of activity is to be found in the additional-profits-made by 
the capitalist classes when prices rise (pp. 253-5). 

The essence of the matter is the rise of prices. But the argu- 
ment from the general inelasticity of demand is singularly un- 
convincing. M. Bouniatian himself repeatedly insists that the 
demand of the consumer is effective only in so far as it commands 
purchasing power. ‘“‘ The needs of individuals cannot directly 
influence the formation of social value except in so far as they are 
supported by purchasing power ” (p. 207). Whatever variations 
may occur in the psychological basis of value, the demand for 
commodities is governed by the incomes people have to spend. 

In expounding his theory of the price level M. Bouniatian 
mentions the objection that, with a given total of incomes, the 
demand for any group of products can only be increased provided 
there is an equal decrease in the demand for all the rest (p. 243). 
But he never meets the objection; he leaves it unanswered. 

Now it may be admitted that the first impact of any diversion 
of demand from one set of products to another might involve a 
rise or fall of the price level as a whole, and that, if it did, the 
consequent rise or fall of the total of incomes would itself provide 
the change in demand or purchasing power appropriate to the 
change of price level. But M. Bouniatian has quite failed to 
demonstrate any definite connection between such a tendency 
and the prevalent inelasticity of demand that he assumes. (And 
inelasticity of demand is in any case far from being universal.) 

He has not made out his case for a non-monetary origin of 
the rise of the price level associated with economic activity, and 
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when he comes to the turning point he proceeds to show (in full 
accord with writers of the monetary school) that a state of in- 
creasing productive activity and rising prices must ultimately 
come to an end through “the disproportion between the ex- 
aggerated extension of credit and its narrow monetary basis ” 
(p. 164). Somehow or other therefore the banks must intervene 
and stop the rise of prices. 

Such intervention by the banks is not peculiar to the cheque- 
using Anglo-Saxon countries. Wherever there is fiduciary 
currency backed by liquid assets, the banking system is in a 
position to regulate the monetary situation and the price level. 

It is hardly consistent with modern conditions to treat bank- 
notes as a “substitute ”’ for money. They are money, and are, 
indeed, practically everywhere the primary currency. Gold coin 
has been relegated to the position, along with bullion and securities, 
of backing for the note issue. 

M. Bouniatian’s view that changes in the quantity of currency 
are the effect and not the cause of changes in the price level is 
defensible. But that is so because the central bank which issues 
the notes relies upon its power of regulating credit to keep control 
of the note issue, and it is the same power of regulating credit that 
influences the price level. The price level depends on the demand 
for commodities, demand depends on the aggregate of incomes, 
and incomes depend on the supply of money to industry through 
the lending operations of the banks. R. G. Hawtrey 


The World Depression, South Africa and the Gold Standard. 
By G. C. W. Scuumann, D.Comm. (Walker Bros., Ltd., 
3, London Wall Bldgs., E.C.2. Pp. 153. 7s. 6d.) 


EVER since last September the inhabitants of the Union of 
South Africa have been engaged in a furious discussion of the 
question of the Gold Standard, a discussion which has generally 
been marked equally by the intensity of the passions aroused 
and the lack of economic knowledge shown. It is mainly to 
remedy this lack that Dr. Schumann has written this book, 
though he expresses the hope that it may also prove of interest 
to students, both in South Africa and elsewhere. 

The book is divided into three parts. In the first the author 
gives a general outline of the causes of the present world depres- 
sion. His exposition for the most part follows familiar lines, and 
gives in a convenient form a résumé of most of the relevant facts. 
Its chief defect is a dangerous over-simplification of the quantity 
theory of money, which makes him appear to indicate that the 
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“general price level” is a coherent entity, the various parts of 
which are similarly and simultaneously affected by changes in 
the quantity of money. It is probably due to this defect in his 
analysis that he fails to bring out the fundamental inter-connec- 
tions which exist between certain phenomena, which he describes 
merely as incidental symptoms of the present depression. The 
reader would do well to supplément the information here pro- 
vided by the study of a simple statement of the results of recent 
investigations into the relationships existing between variations 
in the quantity of money, or the creation of bank credit, the rate 
of saving, the structure of industry, and the state of trade, such 
as may be found in Dr. G. Haberler’s recent Harris Foundation 
Lecture on “ Money and the Business Cycle ”’ (Gold and Monetary 
Stabilisation, Chicago University Press, 1932). 

In the second section of his book Dr. Schumann gives, briefly 
but adequately, an outline of the theory of foreign exchange, 
explaining the use and meaning of such terms -as “the Gold 
Standard,” ‘‘ Balance of Payments,” ‘‘ Gold Points ”’ (the figure 
given on p. 73 for the lower gold point in the pre-war sterling— 
dollar exchange is an obvious mis-print), “ Purchasing Power 
Parity,” ‘Inflation,’ “ Deflation,’ and ‘“‘ Devaluation.” He 
then proceeds to illustrate his points by a concise account of 
the events and policies leading up to the abandonment by Great 
Britain of the Gold Standard. He is on the whole very charitable 
about that lamentable page in our national annals, and also tends 
to under-estimate the harm caused to the rest of the world and 
so to exaggerate the absolute benefit derived by Great Britain, 
but nevertheless he concludes that, in view of unstable conditions 
abroad and conflicting policies at home, the immediate future of 
the British pound is far from certain. 

In the third section, which should be of interest and use to 
students both in South Africa and elsewhere, Dr. Schumann deals 
with the special position of South Africa. After a brief inves- 
tigation of existing economic conditions in that country, which 
in consequence of the prosperity of the Rand Gold Mines he 
finds to be much better off than most other parts of the world, he 
proceeds to discuss the arguments for and against retention of 
the Gold Standard. He shows conclusively that the arguments 
against retention which are based directly on the British abandon- 
ment are fallacious, and demonstrates that South Africa’s diffi- 
culties are due entirely to the continued fall in world prices 
(although, as mentioned above, it is doubtful if he appreciates 


how far this fall has been intensified by Britain’s action). In 
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view of the uncertainty of the future of the British pound, he 
considers that it would be unwise to link the South African pound to 
sterling, while to engineer a temporary depreciation, to be followed 
by a return to parity with gold, would be worse than useless. He 
therefore suggests that, if it were decided to abandon the present 
gold parity, the South African pound should be re-linked to gold 
as soon as possible at a lower level—say at a 25% depreciation. 

Before discussing the practical possibility of such a step, he 
attempts to estimate its probable effects. He thinks that it would 
cause a very moderate rise of probably not much more than 5% in 
the cost of living, a moderate benefit to exporters of farm produce 
(though one little if any greater than that received at present 
from the export subsidies), and a very substantial gain to the 
gold mines. Of this he thinks the government should take, by a 
special tax, the lion’s share, thereby more than offsetting the loss 
to be incurred by the apparent increase in its sterling debts. With 
regard to the position of the commercial banks Dr. Schumann 
appears to be in error, for so far from making even a modest 
exchange profit on a fall in the sterling value of the South African 
pound, they would at present make a substantial loss, though 
this might be offset by some reduction in bad debts. He con- 
cludes that, if the policy were practicable, South Africa would 
derive some net benefit from devaluation, mainly in the lengthening 
of the lives of the Rand gold mines. 

When, however, he comes to discuss the practicability of this 
project he finds many difficulties, both political and economic, of 
which one is the fact that South Africa’s trade balance has now 
become adapted to the situation created by the great outflow of 
capital between September 1931 and February 1932. This 
difficulty Dr. Schumann, writing in March, tends to under- 
estimate, for in consequence of the very marked fall which has 
taken place in South African imports, the visible export surplus 
during 1932 is likely, not merely to be maintained at the 1931 
level, but to increase from £184 Mn. to some £30 Mn. This is 
probably about £10 Mn. in excess of the amount required to cover 
the net balance of invisible imports, and should enable the South 
African banks largely to replenish their depleted London reserves. 

If the South African government wishes to depreciate the 
currency, it will have to do so as a deliberate act of policy, by 
causing a temporary dis-equilibrium in the balance of payments 
through a prohibition of the export of gold or by large repayments 
of foreign debts out of money raised locally. The new value of 
the currency will then have to be made permanent by a change 
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in its purchasing power parity, brought about by a local expansion 

of credit or other inflation on a very considerable scale. In view 

of this and other difficulties Dr. Schumann considers that the 

policy of abandonment is too dangerous to be practicable, and 

advises the retention of the Gold Standard. F. W. Paisu 
London School of Economics. — 


Currency and Banking. By D.T. Jack, M.A. (Pitmans. Pp. 192. 
58.) 

Mr. Jack’s book follows familiar lines. After an intro- 
ductory chapter on the functions of money, which includes a 
brief account of index numbers, the value of the medium of 
exchange is considered in terms of demand and supply, and the 
well-known algebraic formule are presented. Possibly this 
sudden plunge into abstractions may be a little chilling to the 
novice; and a more gradual approach to deep waters would, 
incidentally, have made possible a more precise definition of 
some of the factors in the equations. 

The longest chapter in the book is concerned with Foreign 
Banking Systems, and here one would willingly have spared some 
of the legal details, which cannot have much meaning for ele- 
mentary students, for a closer examination of the relative merits 
of elastic and inelastic note issues in general. 

These apart, the arrangement is excellent; the summary of 
accepted doctrine and of modern banking practice is well pre- 
sented, and it is rare to find an introductory manual in which 
the balance of theoretic and realistic elements is so well main- 
tained as here. Mr. Jack has a facility for expressing lucidly the 
core of theories and the fundamentals of institutions. His 
accounts of the foreign exchanges, the control of credit, the gold 
exchange standard, and the monetary crises of 1931 are admirably 
concise. He is sparing in his judgments; he does not commit 
himself to any verdict as to how the price level ought to behave ; 
he does not spend time in discussing the failings of Americans 
or Frenchmen, of British bankers or British industrialists—and 
this is no small merit in any volume on currency to-day. Those 
who first approach the subject under his guidance may count 
themselves fortunate: they are not likely to have much to 
unlearn. T. S. AsHTon 


The Crisis of the £. By J. Taytor Preppie. (Macmillan. Pp. 
138. 7s. 6d.) 

Tus book appears as a supplement to the author’s The Dual 

System of Stabilisation and to some extent presupposes a certain 
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acquaintance with the ideas contained therein. As a book it 
does not make easy reading, for Mr. Peddie has a peculiarly 
irritating style of exposition which strains the reader’s patience, 
partly through an uncompromising dogmatism, partly through 
the omission of connecting links, and partly through the intro- 
duction of views on other issues which are not fundamental to the 
main argument. A first reading will suggest to the reader that 
he is wallowing in paradoxes, but many of these will disappear if 
he has the patience to disentangle the sentences and supply 
certain omitted connections. 

The particular crisis which is discussed is a necessary con- 
sequence of the monetary and banking system which this country 
possesses rather than the result of a certain concatenation of 
disturbing factors; and the chief defect of the monetary organis- 
ation under review is the inelasticity in the supply of currency. 
Mr. Peddie does not hold that the trouble arose from the failure 
of America and France to play the gold standard game; it was 
due to the failure of this country to play this game with equal 
effectiveness. We were beaten through “the fault of those 
responsible for the management of our monetary policy” (p. 
117). This does not imply, as might be thought, merely a criti- 
cism of the policy of the Bank of England; it implies a criticism of 
the monetary and banking structure as a whole. 

Mr. Peddie is a hostile critic of the so-called Quantity Theory 
of Money, though it is difficult to believe that he really understands 
the object of his criticism. The error in the theory apparently 
lies in the fact that “at least 80 per cent. (of the total quantity of 
credit issued) is financial and 20 per cent. commercial” (pp. 49- 
50). ‘‘ Purchasing power is manufactured, and it certainly does 
not emanate from a sale of commodities”’ (p. 51). Mr. Peddie 
would substitute a Quantity Theory of Currency. Prices must be 
predetermined by reference to volume and cost of production and 
goods must be produced before commercial credits can be extended. 
Under these conditions apparently the possibility of inflation is 
precluded, since currency increases are fully covered by “ wealth” 
and circulating commercial credits can be indefinitely increased 
through currency. This involves the rehabilitation of the bill of 
exchange and the possibility of its rediscount for currency so that 
currency may expand or contract pari passu with industrial activity. 
Mr. Peddie sees that some form of control over “ financial credit ”’ 
would still be required. ‘“‘ Expansions of standard currency 
will extend the basis of financial credit, and unless the ratio were 
controlled inordinate expansions of credit would ensue, thus 
promoting an inflation of security prices. This defect is elimin- 
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ated by limiting the ratio of credit.expansion at 9 to 1, full power 
being given to the Central Bank to lower it should it be found 
desirable to contract financial credit. This obviates the present 
method of raising the Bank Rate, which experience has proved 
to be ineffective, and which unnecessarily penalises producers 
and consumers who are not responsible for the inflation of security 
prices ” (p. 57). ] 

It is difficult to accept the distinction between financial credit 
and commercial credit as drawn by Mr. Peddie. The author, 
however, would like to see the adoption of the American reserve 
system in this country, free of course from the defects of that 
system, which consist in the inadequacy of the control possessed 
by the Reserve Banks over all the banks in the country. ‘ The 
failure of banks is generally traceable to unwise lending of credit 
on financial securities’ (p. 46). The rehabilitation of the bill of 
exchange as a credit instrument would not in itself be difficult, 
but this would not serve Mr. Peddie’s purpose unless it-were also 
part of the mechanism through which currency came to be issued. 
It is part of the author’s argument that currency and credit are 
not equal as money. Moreover, orthodox theory has apparently 
erred in failing to distinguish between the standard of value and 
the measure of value. “Gold as a commodity is the standard, 
but as a commodity it is certainly not the measure” (p. 13). 
“In so far as Great Britain is concerned, the measure of value 
should be the paper pound, and, provided the pounds in issue are 
fully covered by eligible bills drawn against wealth products, it 
should be invariable in itself. If covered by wealth, why should 
we wish to sell our paper pounds at less than their face value ? 
The pound note should represent 240 pence worth of purchasing 
power over the mass of commodities, and, as such, it should be 
the measure of value.”’ As a matter of fact, of course, we do not 
sell our paper pounds at less than their face value at present. 

The reader of this book will also find a scheme whereby govern- 
ment and municipal securities may be converted to 2} per cent. 
tax-free basis and whereby the pound may be restored to its 
mint parity. In the proposed new system “ gold must be retained 
as the unit of measurement, and as a commodity for reserves, 
but not as the measure of value” (p. 125). What Mr. Peddie 
really means in this queer sentence is that gold is to be retained as 
the unit of measurement for international currencies; but the 
quantity of the internal currency must not be related in any way 
to the gold reserves of the central bank. D. T. Jack 

The University, 
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The Gold Tangle and the Way Out. By Freprrick and ALFRED 
WIGGLESworRTH. (John Lane, The Bodley Head. 1931. 
Pp. 245. 5s.) 

TuE crisis of last summer is the main theme upon which this 
work is constructed. The authors analyse the monetary forces 
which since the war have been undermining the English economic 
structure, and conclude that freedom from the Gold Standard— 
the abandonment of which they welcome in an Epilogue—should 
allow us to regain prosperity once more. Under the name of an 
*‘Tsometric Currency ”’ they plead for stabilisation of the whole- 
sale price index. While many economists will agree with some 
of their conclusions, few will be satisfied with their analytical 
work. Their exposition (p. 55) of the “‘ equation of exchange ”’ 
will illustrate this :— 


“Tf G be the quantity of gold and P the quantity of 
produce available for exchange at any one moment, G x 
P = K, where K is constant. This is merely the shortest 
way of saying that the quantity of gold supplied to the 
market, in other words ‘price,’ varies inversely as the 
quantity of goods supplied to the market, which we may 
call ‘ production.’ ” 


But they do not satisfactorily explain in what sense the quantity 
of gold is synonymous with price, nor why the amount of “ gold 
supplied to the market ”’ should be halved, if the quantity of 
produce is doubled. In the words of the authors (p. 208), “ the 
problem needs deeper examination.” 


J. EK. MeaprE 
Hertford College, 


Oxford. 


The Pinch of Plenty. By ANN BERKELBACH and D. G. Hutton. 
(London: Sidgwick and Jackson, Ltd. 1932. Pp. 172. 
3s. 6d.) 

Money in the Melting Pot. By Harttey WitTuers. (London: 
Sidgwick and Jackson, Ltd. 1932. Pp. ix-+ 138. 3s. 6d.) 

Nations and the Economic Crisis. By D. Granam Hotton. 
(London: Sidgwick and Jackson, Ltd. 1932. Pp. 168. 
3s. 6d.) 

The Future of Europe. By H. Witson Harris. (London: 
Sidgwick and Jackson, Ltd. 1932. Pp. x + 130. 3s., 6d.) 


THESE four new volumes of the ‘‘ World Problems of To-day ”’ 
series deal with different aspects of the economic crisis, and it is 
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encouraging to find not only virtual unanimity of opinion about 
causes, but even a measure of agreement as regards possible 
remedies. 

The authors of The Pinch of Plenty are concerned with the 
plight of the primary producing, and more particularly the 
agricultural countries. Here the War is obviously the villain 
of the piece. All European countries extended their acreage 
under cultivation beyond the needs of normal times, and proceeded, 
after the restoration of peace, to protect their own uneconomic 
production, while leaving producers overseas with huge super- 
fluous stocks on hand. Thus nationalist policies have almost 
destroyed the fruits of the Industrial Revolution. The only 
remedy for world evils is world co-operation. Primary producers 
have never had the benefit of even that measure of rationalisation 
which industrialists enjoy, and in fact they need much more. 
The writers recommend international agreement, whereby essen- 
tial grains should be grown on whatever may be the soil most 
suitable, while the market for cattle, dairy products, fruit and 
vegetables should be reserved for the home producer. 

In Money in the Melting Pot, Mr. Hartley Withers attacks the 
problem from the currency side. While the events he describes 
are by now familiar ground even to the average newspaper reader, 
yet the cogent argument, the crisp, terse language, the appeal to 
common-sense and understanding which we have learned to 
associate with the name of Mr. Hartley Withers, are always sure 
of a welcome. He describes and explains the effects of the 
restoration of the gold standard in England in 1925, the mal- 
distribution of gold caused by the financial inexperience of the 
United States and the political fears of France, the catastrophic 
fall in prices, the run on Germany followed by the run on England, 
and the collapse of the gold standard. While making generous 
allowance for the difficulties of foreign nations, he apportions 
the blame between ultra-nationalist policies, international cash- 
grabbing, the futility of allowing statesmen to settle currency 
problems, and finally the general overwhelming fear of inflation 
which has driven the world almost to bankruptcy. 

When it comes to the question of remedies, Mr. Withers is 
somewhat less assured. Now that money is in the melting pot 
we have a unique opportunity of rebuilding the machine on new 
and better lines. Though instinctively distrusting a managed 
currency, he admits that it actually ‘‘ works,” almost the highest 
praise we can expect of him. The gold standard is not, in his 
opinion, likely to be restored, and we must look for international 








rn 


446 THE ECONOMIC JOURNAL [SEPT. 


co-ordination of paper currencies. What is really needed is 
political confidence, and the conclusion, rather unexpected and 
a little disappointing, is that almost any sort of monetary machine 
will work, more or less, as long as international goodwill and sanity 
are behind it. 

Mr. Hutton in Nations and the Economic Crisis is much more 
convinced that he knows where the remedy lies. While Mr. 
Hartley Withers asks, not too hopefully, for international action, 
Mr. Hutton would proceed at once to organise it. A brief review 
of the rise of British industry shows that all the factors of the 
present situation were already in evidence in 1914. The World 
War postponed the evil day, but did not avert it. For a time 
the subsequent chaos concealed facts which have since emerged 
into the light of day. Reparations and War Debts, maldistribu- 
tion of gold, tariff barriers and ultra-nationalist policies all 
combine to aggravate the evils of a faulty economic order. The 
first steps towards the abolition of private enterprise were taken, 
when interference with its management and heavy taxation of 
its profits began seriously to hamper the system without providing 
an adequate substitute. Economic nationalism and political un- 
certainty have done the rest. So long as the competitive system 
produced the most efficient methods it justified itself: when it 
involves re-duplication, over-production, destruction of goods 
and widespread unemployment, the justification disappears. The 
industrial world must accept the Russian challenge, and it is 
better to imitate consciously and with discretion, than to be 
forced to do so by mutual contagion. 

And so Mr. Hutton introduces his scheme of economic re- 
construction. He would appoint a number of National Com- 
missions, Boards and Councils to deal with our internal economy, 
with corresponding International Commissions to co-ordinate 
national policies and efforts. The scheme is a mere outline which 
we can fill in at pleasure, and the details are obviously open to 
argument. 

In The Future of Europe, Mr. Wilson Harris describes what 
is, what threatens, and what might be in 1940 if forces of reason 
and good-will prevailed. He too begins by describing the post- 
war throw-back to blind nationalism. Every nation recognises 
the viciousness of competitive armaments and the futility of 
tariff barriers; each would reduce the former and lower the 
latter ; but each would wish to be the last to act in these directions. 

Reviewing the present situation and its danger spots, Mr. 
Harris concludes that war is possible, but peace more probable. 
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He believes too that Democracy will survive in Europe, despite 
the danger of Dictators, fore and aft, partly because there is no 
alternative that is universally acceptable, and partly because it 
responds to the general instinctive sense of right and justice. 
The task of the future is to carry the democratic spirit beyond 
national frontiers, and the concluding chapter of the book describes 
Europe as it might be in 1940, if sanity prevailed. Countries 
would settle their disputes peacefully ; frontiers would distinguish 
but not divide; minorities would no longer distrust or be dis- 
trusted, and tariff walls would be lowered by mutual agreement. 
The tragedy—not that Mr. Harris envisages tragedy—is that 
it would all be so good and easy, nearly as easy as it might have 
been for the ancient Israelites to abstain from worship of the 
Golden Calf. H. ReyNnarD 


Economic Stabilisation in an Unbalanced World. By ALvIN 
Harvey Hansen, Ph.D. (New York: Harcourt, Brace 
and Company. 1932. Pp. ix + 384.) 

THE question which Professor Hansen sets out to answer is 
not only “‘ Whither are we going? ”’ but whence, why, what can 
we achieve, and how shall we achieve it? The desire for economic 
security has never been so general and pronounced as in these 
days of world-wide maladjustments. Can stability be attained 
or is it a tantalising mirage? If feasible, what will be its cost ? 
Professor Hansen suggests at the outset that a high degree of 
stability might very well be purchased at too great a cost of 
freedom and progress, and this is the conclusion to which his 
closely reasoned argument appears to lead. 

The world depression of 1930-31 owes its abnormal severity 
to the fact that we are in the trough of one of the commonly 
recognised seven-year major cycles, which happens to coincide 
not only with the lowest point of the American forty months’ 
minor cycle, but also with the trough of Kondratieff’s forty- 
five-to-sixty years’ long wave. Dealing with the question of 
remedies, it is pointed out that shorter hours, though a useful 
expedient in seasonal and cyclical unemployment, cannot help 
when the difficulty is due to structural changes in industry. At 
higher wage rates per hour, a shorter day, unless offset by 
increased efficiency, would actually aggravate the situation; at 
unchanged wage rates shorter hours would at best afford a 
defeatist solution, an acceptance of the situation as final and 
incurable. The main appeal of the shorter day argument is 
probably to the inclination—or disinclination—of the worker. 
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If shorter hours are no cure for unemployment, neither are 
high wages a specific against trade depression. Professor Hansen 
makes short work of arguments much in favour with Labour, 
which put the cart before the horse. On the question of wage 
reductions, the verdict varies somewhat in different parts of the 
book: it would seem that the writer’s head and his heart are 
not in agreement. Finally he hazards that if wages were reduced 
on a nation-wide basis, the gain in employment would more than 
offset the loss in wage rates, but adds that unfortunately economic 
science is not in a position to demonstrate this conclusively. 

The argument leads, with considerable divagations, to the 
final choice between Social control and Laissez-faire. A free, 
vigorous, flexible market makes for progress, while social control 
would give us a stable, static, secure society, imprisoned in a 
strait jacket. But the majority insistently demands stability, 
and a larger measure of social equality. Have we reached a 
sufficiently high standard of production to justify stabilisation 
at our present standard of living? Our real income has increased 
fourfold in the last hundred and twenty-five years, but Professor 
Hansen would like to see it quadrupled again before he settles 
down to the stationary state. 

The choice may not lie with the economists, or indeed with 
anyone capable of precise thinking. Russia has demonstrated 
that a planned economy can be as, if not more, efficient than a 
competitive one, and a planned economy is not necessarily com- 
munist or even socialist. It is suggested that in England and 
Germany capitalism, exhausted, may give up the struggle against 
a strongly entrenched Labour element, while in America a planned 
economy might take the form of a capitalist dictatorship. 

The arrangement of the book is not ideal, and it is difficult 
to understand the inclusion of certain portions except on the 
general ground that the author could not bear to omit anything 
that bore even indirectly on the topics under discussion. He 
advises the professional economist to skip the descriptive chapters 
on Reparations and War Debts, the Export of Capital, Russian 
Dumping, Unemployment in Europe and America and Insurance 
against Unemployment, Population, Migration and Housing. 
All these contain much interesting matter admirably presented, 
but they tend to break the thread of the argument, and involve 
some unnecessary repetition. They are, however, by no means 
the least interesting part of a book which can be warmly recom- 
mended not only to the economist but to the student of social 
philosophy. H. REYNARD 
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Institutes de Science économique. By G.-H. Bousquet, Chargé 
de Cours 4 lUniversité d’Alger. (Marcel Giard, Paris. 
Tome I: Introduction 4 la science économique, 1930. Pp. 
xix + 268. Tome II: Les Bases du systéme économique, 
1932. Pp. 207; 75 frs.) 


Dr. Bousquet seems to differ from Justinian either in what 
he means by “ Institutes ” or in what he thinks the beginner to 
be able to absorb. For the two volumes before us are obviously 
the first instalments of a treatise as comprehensive as Colson’s, 
and the author pays a high compliment to the French étudiant 
if he expects him to take it up as a first introduction. It is true, 
however, that Dr. Bousquet proves himself to be an excellent 
teacher who knows how to make things both easy and pleasant 
for the tyro without sacrificing scientific rigour or slurring over 
real difficulties. He is fairly entitled to congratulation on the 
success with which he has expounded, and improved tpon, that 
elusive mass of facts and ideas which we call “established 
doctrine.” 

Within the precincts of pure theory, the centre of this body 
of doctrine is still the concept of equilibrium. The history of 
pure economics might be written wholly in terms of this funda- 
mental idea, which from rudimentary beginnings has, by becom- 
ing conscious and complete, made our theory what it is, and still 
constitutes the master-key to our modest arsenal of theoretical 
tools. It is, therefore, the first thing a scientific economist must 
get a firm hold of, and among the many merits of Dr. Bousquet’s 
work I would allocate the first place to the energy with which 
from the outset he impresses on his readers the importance and 
all the aspects and implications of the equilibrium-idea, translating 
felicitously into non-mathematical language the gist of the 
message of Walras and Pareto. Nobody has as yet, so far as I 
know, adopted in a treatise intended for a wider circle of readers 
the modus procedendi of presenting that idea at the very threshold 
of the subject, instead of letting the reader get a mere glimpse 
of it as the argument unfolds itself. But Dr. Bousquet does 
more than this. He tries to carry the idea of equilibrium beyond 
the sphere of pure theory into the realm of environmental data 
of economic life. This is the distinctive characteristic of the 
second volume, in which he deals with the natural, racial, insti- 
tutional and other environments under the aspect of equilibrium 
problems. We are, e.g., not simply introduced to facts and 
theories about social organisation, legal institutions and the like, 
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but to the “ équilibre social du systéme économique, équilibre 
politique,’ to action and reaction between nature and economic 
activity or technological and economic fact, and in the second 
part, most important of all, to the “ équilibre démographique.” 
There is, to be sure, not the same warrant for proceeding like 
this in that wider frame as there is within the compass of 
pure economics, but the method proves useful nevertheless, and 
many problems acquire clear-cut contour lines by being attacked 
in this way. Besides, French as well as other readers will be 
grateful to the author for supplying links between what seems 
to many of them a body of somewhat arid theorems and that 
borderland of pure economics, which they are really interested 
in and which the author, for many reasons, among them a stupend- 
ous command of foreign languages, is exceptionally well qualified 
to deal with. Dr. Bousquet himself seems to look upon this 
part of his work as a synthesis between Pareto and Sombart, 
and this formula may indeed serve to characterise both what he 
attempts to do and what he achieves. 

In the first volume, Dr. Bousquet preaches admirable doctrine 
as to general method—to-day as necessary and useful as ever. 
The chapters on science in general, on the science of economics, 
on questions of method, on applications to practical questions, 
and the excellent chapter on the history of science, which recalls 
to the reader the author’s Essai sur l’évolution de la pensée écono- 
mique (1927), contain some of the best things ever said on those 
subjects. But it is another part of the building which specially 
calls for comment. The evolution of that type of economic 
theory, of which the concept of equilibrium is the corner stone, 
has been associated with a tendency towards emancipation 
from everything connected with Utility—a tendency towards 
mere “ Price-Economics.” The arguments for, and the achieve- 
ments of, this tendency are well known. But “ Price-Economics ” 
is powerless to deal with a most important set of problems, and 
this accounts for the emergence of ‘‘ Welfare-Economics,”’ which 
necessarily relies on other methods and the success of which to 
some extent disproves the scruples we may harbour about such 
things as comparing the satisfactions of different people. This 
cannot fail to give a new impetus to the old Utility-theory, and 
points to the advisability of attempting another piece of synthesis. 
In Dr. Bousquet’s pages, this state of things shows up significantly. 
Valiant Paretian though he is, he resolutely goes back to the 
two laws of Gossen, and he deals fully with Welfare and its 
measurement in a chapter (V) already published in the Weltwirts- 
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chatiches Archiv, 1929. We might try to attack this problem 
in the light of the principles of what we have called “ Price- 
Economics ’’—that is to say, we may define Welfare as a scalar 
function—a sort of potential—of the quantities of commodities 
consumed by every household in the unit of time without raising 
the question of the actual feelings of individuals But Dr. 
Bousquet chooses the other way. He allocates to the concept 
of Welfare its full subjective and hedonistic significance. Now 
as soon as we do this, the insufficiency of the old theory of Utility 
immediately becomes obvious, and we are unavoidably driven 
to investigations about what those feelings really are. Many 
problems of a mathematical but also of a more intricate nature 
present themselves on this way, to the solution of which the 
author contributes substantially by insisting on, and drawing 
unflinchingly the theoretical consequences of, the fact that habit 
and the emergence of new wants soon extinguish any consciousness 
of improved economic conditions, and that, subjectively, only 
short period variations really count. On the strength of this, 
he boldly postulates that subjective Welfare is a constant in the 
long run. 

On this point, as on others, we may agree with the author or 
not. But in either case we must recognise the energy and ability 
of his exposition, the product of an ingenious and cultivated 
mind. Wide horizons and an admirable erudition, about which 
there is nothing stale or stereotyped, make an excellent frame 
for a lively and unconventional argument, which moves from topic 
to topic by elastic steps. JosEPH A. SCHUMPETER 


Le Salaire, ’ Evolution Sociale et la Monnaie. Essai de théorie 
experimentale du salaire. By F. Srmrtanp. 3 volumes. 
(Paris. Alcan. 200 frs.) 


THE central part, and probably the most valuable part, of 
this large work, is to be found in the last three chapters of Volume 
I, and in the corresponding tables and diagrams in Volume III. 
Here Professor Simiand gives us a careful and useful estimate of 
the relative changes in French money wages since about 1800. 
The results are not presented in the customary way, as a series 
of index-numbers; since, in the author’s view, this would strain 
the available information; instead, a number of generally partial 
and incomplete series are deduced from the statistical material 
and reduced as far as possible to a common basis. But the general 


1 In this case, ‘‘ Welfare’? would merely be a name for a device to describe 
the observable behaviour of individuals. 
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movement remains quite clear. After a considerable rise during 
the revolutionary and Napoleonic wars, money wages remained 
steady, with perhaps a slight tendency to fall, until about 1850; 
from 1850 to 1880, they rose by something of the order of 60 per 
cent. ; 1880-1900 was a second period of steadiness, but the rise was 
resumed at the turn of the century, and by 1914 it had perhaps 
reached as much as 30 per cent. on the 1900 level. 

This analysis of French wage-statistics is, however, only a 
small part of the task which Professor Simiand has set himself ; 
the main object of his book is nothing less than the construction 
of a theory of wages by the “ experimental ” or inductive method. 
Indeed, before we are allowed to approach the statistics, we have 
to go through nearly 300 pages of methodology. A great deal of 
what is said in these pages would be acceptable to all economists ; 
one fears that sins against these precepts have more often been 
committed out of laziness than because their validity has been 
denied. A scientific doctrine cannot be regarded as established 
until it has been proved and tested by facts; until it has been so 
tested it is no more than a hypothesis. So much is perfectly 
satisfactory; and most of what Professor Simiand has to say 
about the methods by which such testing should be carried out 
is equally unobjectionable. But on the construction of hypotheses 
he has views which it is much less easy to accept; for he refuses 
to accept the conclusions of deductive economics even as hypo- 
theses, and determines to test out an immense list of circumstances 
which are considered as possibly relevant by unaided common- 
sense. He concedes, indeed, that no hypothesis can be considered 
acceptable which is not “rational’’; but he declines to analyse 
further this criterion. If he had done so, he must surely have 
seen that the rationality the mind demands is nothing else but 
consistency with established results in other fields of knowledge ; 
and that as soon as we apply this test the field of possible hypo- 
theses is immensely narrowed. It is because a satisfactory theory 
of wages must be consistent with other branches of economic 
science that we are not at liberty to choose our hypotheses at 
random ; for it can hardly be denied that our acceptance of some 
of those other branches rests not only on internal coherence, but 
also on established conformity with fact. The theory of Inter- 
national Trade, for instance, which has so great a relevance to 
Professor Simiand’s own problem of money wages, seems to pos- 
sess an extremely strong position in this respect. 

Professor Simiand’s methodology leads us to approach his 
second volume—Etude des concomitances—with some trepidation ; 
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and our trepidation proves to be partially justified. ‘The experi- 
mental method has the greatest difficulty in distinguishing cause 
from effect; and so we have to seek for correlations in religion, 
and find them in suicides, before we come to those definitely 
economic matters, to which deductive theory would have pointed 
us directly. Nevertheless, this second volume is much more 
interesting and much more satisfactory than might reasonably 
have been feared. For Professor Simiand’s care, and his com- 
mon-sense, get the better of his method; and the experimental 
method does actually reach, at the end of a very long road, 
precisely the same result as more ordinary methods would have 
reached more directly. 

A deductive theory of money wages would presumably begin 
with a particular form of the quantity theory of money. -The 
average level of money wages within a nation must equal 


monetary circulation x its income-velocity x proportion of National Income going to labour, 
number of labourers employed ii 





Applying this formula to the conditions of France in the nine- 
teenth century, it would be observed that (in the latter part of the 
century at least) the increase in the denominator must have been 
very gradual; while neither in the income velocity of money, nor 
in the proportion of the National Income going to labour, should 
we expect anything but a fairly gradual trend, though sharp 
fluctuations about that trend are certainly possible in each case. 
Entirely @ priori analysis would therefore suggest that variations 
in the quantity of money would be the most probable cause of 
large fluctuations in the general level of money wages; and it is 
extremely satisfactory to find that Professor Simiand’s lengthy 
road leads him in the end to the same conclusion. 

But how much more interesting this conclusion could have 
been made if he had used the rather complex hypothesis suggested 
by theory! The “ experimental method ”’ does not seem to en- 
courage study of the interaction of different tendencies; and 
thus, although the fact that monetary statistics and wage-statis- 
tics show the same turning-points is so properly noted, no attempt 
is made to correlate them more closely, in order to isolate the 
other factors presumably at work. Professor Simiand observes 
that the supply of money appears to have increased throughout 
the nineteenth century much more rapidly than the wage-level, 
but he throws little direct light on the reasons for this. However, 
he does present (for quite different purposes) some rough statis- 
tics of the total national income; and from these it looks as if 
the proportion of that income going to labour was tending to 

No. 167.—voL. XL. HH 
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fall—at any rate after 1850. That does something to correct the 
difference, but probably not enough; thus it looks as if there 
must have been a fall in the income-velocity of money. 

These results are derived from a very cursory examination of 
Professor Simiand’s statistics. I do not think that either of them 
is on general grounds surprising—in a period of considerable 
technical development and capital accumulation, and among a 
people with a known propensity for hoarding. But they are put 
forward here merely to suggest what a wealth of valuable matter 
this book contains—if only it could be used by someone not 


wedded to the experimental method ! 
J. R. Hicks 


Price Cutting and Price Maintenance. By E. R. A. SELIGMAN and 
R. A. Love. (Harper and Brothers. Pp. 539. $6.) 


THIS is a most complete study, not only of the policy of the 
maintained re-sale price, but of the retail trade itself. Economists 
will be grateful to the authors for the new light they have thrown 
on what may be called the fighting front of the industrial system, 
the retail shop, where the products of all the elaborate stages of 
production have finally to go over the top. It is plain that a 
serious problem is created for the manufacturer if anything is 
_ happening there which offsets to any appreciable degree his 
' costly preparations for efficient supply. The policy which is 
discussed as price maintenance arises out of the opinion of pro- 
ducers that, because of certain features of retail selling if it is left 
quite free, their good-will may be prejudiced, their advertising 
expenses largely nullified, and their outlets restricted. The fact 
that in so many countries this question has recently become both 
a business and a legal issue shows that it has general aspects which 
called for expert economic analysis and review. This volume 
abundantly supplies that requirement. 

The variation of national attitude to the question shows that 
there is more to discuss here than in respect of Trust policy. 
There is agreement that the dangers of monopolistic influence on 
prices should be foreseen and prevented. The analysis of this is 
easily set out. But price maintenance is in itself quite separate 
from monopolistic policy, and presents the curious feature that 
it is thought good competitive policy not to allow one’s goods to 
be retailed at any low prices which the retailer might choose, even 
though the producer had obtained his own full price from the 
wholesaler or retailer. It is clear that the scope of this question 
is those goods which do not change their form after they have 
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left the hands of the producer. It is in these cases that his name, 
good-will, and brand run with the goods, and that he retains an 
interest in the goods until they pass to the final buyer. From 
this fact arise the complications of argument which have created 
in all modern countries the problem of vertical price maintenance 
as distinct from the Trust or horizontal problem. 

It is in America that the question is now most hotly debated. 
It is there an important issue of policy. This seems to be partly 
due to a contagion of Trust legislation which has spread outside its 
proper field, and has brought within its ambit of ideas a pro- 
cedure which resembles Trust action in the outward appearance 
of maintained prices. The authors frequently comment on this 
fact. The result there is that retail price maintenance is, for 
Federal purposes, either illegal by the ordinary method of con- 
tract, or so restricted by suspicion of implicit contract in the case 
of refusal to sell that it is now harassed into the position of an 
unfair trade practice, and is so listed by the Federal Trade Com- 
mission. In Germany, the Cartel Decree has been adapted and 
supplemented in reference to price maintenance, but the practice 
is not there an outlaw. In France, according to the penal code, 
‘distributors who sell merchandise above or below the manu- 
facturer’s suggested re-sale price are liable to fine or imprisonment.” 
While in England, though the practice has come under the review 
of two Committees since the War, it would be correct to say that 
they have not found anything in it which would be worth special 
legislation, and that it is here regarded as an interesting aspect of 
competitive practice in which there is nothing to get excited about. 
Even in reference to the boycott by some manufacturers of Co- 
operative Societies, the last British Committee, which took 
exhaustive evidence, saw nothing in it but a difference of opinion 
between parties who could not be coerced into agreement by any 
fair application of a law. 

The theoretical basis of the question is set forth by the authors 
in the analysis of what they call interdependent prices. This is 
the special feature of retail on which the whole issue turns. It is 
different from the simple prices of single products, and also from 
prices of joint products. In the latter case, there is a limit set by 
the specific costs. But the retailer may sell an article without 
reference to any loss on that article, if his purpose is thereby to 
get a high profit on some other article. The article whose price is 
cut is used as a “ leader” to the general trade of his shop, and 
especially to substitutes of his own make or procuring or to high- 


profit articles of another sort. The producer has, in fact, to reach 
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a large part of his market through the hands of his own com- 
petitors, and this fact is more important with the growth of large 
retailers who integrate backwards. But why does he consider 
that he stands to lose if his prices are cut? Here the authors 
have wisely refrained from too full an endorsement of the pro- 
ducers’ argument. Some might stand to gain by the force of 
advertisement and a larger volume of sales. The switching of the 
buyer to other things is not equally easy in all cases. On this 
point, the authors supply a most interesting study of retail practice 
and service. There is no quite general argument that applies to 
all cases, but there is always the loss of co-operation between 
producer and distributor, and the danger that good-will suffers 
through the suspicion of the consumer that there is something 
the matter with standard articles when they are retailed at various 
prices. On this fact of consumers’ psychology, the authors lay 
less emphasis than did the British Committee. I think, and the 
authors sometimes imply, that the producers’ view on this matter 
starts from the position of the independent or pure retailer. If he 
cuts a price as a lead to his general business, he makes it necessary 
for others to do the same, so that they lose interest in pushing 
sales, and if various independents use different articles as leaders 
the trade becomes disorganised. To protect the independents 
against each other, the producers prefer a general rule of prices, 
and this is extended on principle in two ways. It covers all 
retailers, and in England it covers the co-operative method of a 
general dividend, even though in the latter case no particular 
producer could suppose himself prejudiced. 

The producers’ case in this respect is based on a long experience 
of the way the retail trade works, and the British Committee found 
a great consilience of evidence on the loss of good-will and of sales 
if final prices of branded goods are left free. The authors of this 
book point out that in fact the maintenance policy amounts to an 
attempt to obtain the advantages of integrated selling while 
retaining the independence of retailers as regards the greater part 
of their trade. A producer who sold through his own shops would 
fix his prices without cavil, and if some of these were leaders to 
others, that arrangement of prices would be made by and react 
on himself. He would protect his good-will by uniformity of sale 
prices, or by control over any local or temporal conditions of 
variation. When he sells through common channels of distri- 
bution, the consideration of good-will is the same, while the 
profits which the cut prices are to offset may be on the sale of 
someone else’s goods. It is perhaps the best summary to say 
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that trade experience has seemed to producers of the goods 
affected to make it undesirable that they should leave retail selling 
to be adjusted to retailers’ interests alone. 

The authors conclude that price maintenance is a fair practice, 
but of course this leaves it to the producer to decide how rigorously 
he will apply it. The argument on the methods that may be 
used reads strangely in England. They are so beset by the 
contagion of the Trust legislation that they have to plead elabor- 
ately on behalf of such practices as selling contracts, or the refusal 
to sell. There is no reason to bar a vertical price contract which 
would not bar an integration. Refusal to sell depends on adequate 
means of information as to price cutting, but the ordinary (as it 
would seem to us) methods of getting information come in America 
under the suspicion of collusive action as regards prices. It even 
appears that, if a producer has refused to sell to a retailer, but 
subsequently resumes selling to him, he is open to the suspicion 
of having received an assurance to maintain prices. The Stop 
Lists, which the British Committee regarded as a quite ordinary 
procedure, would not at present be allowed in America. To an 
English reader, therefore, the plea of the authors for a reasonably 
elastic right of refusal to sell, and a reasonable control over 
“ bootlegged ” supplies, seems to show that there is too much 
law about, and makes it really difficult fully to appreciate the 
substance of the concluding chapters. It seems such an anti- 
climax that so lengthy a case has to be made for what producers 
on this side would think so little. The authors might fairly reply 
that on this side the findings go very far in the other direction, 
and that such a general boycott and Stop List as is permitted in 
the drug trade is more than ordinary price maintenance. 

What the authors say on the elasticity with which refusal to 
sell should be applied was fully borne out in the British inquiry. 
For this reason it rejected the plan of making notices run with the 
goods, as in the case of patented articles. Price maintenance is 
chiefly of value in creating good-will between producer, retailer 
and purchaser, but it is not in the interest of any of them that 
it should be made so rigid that it can in no conditions break down. 
There are exceptional times and varying markets, for which 
producers in England have in important industries willingly 
allowed. There are chain shops which in some places maintain 
prices and in other places cut them. Those industries which make 
a rigid rule may lose somewhat, both financially and in co- 
operation with their clientéle, but it is their own affair. 

The authors point out that in America the impulse to price 
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maintenance came from the retailers, and in England they are 
supporters of it. The question then arises, by what means the 
economies of better retail organisation are to be handed on to the 
consumer. Partly through the prices of unbranded or bulk goods, 
which are probably 80 per cent. of retail trade, partly in service, 
but partly also in the pressure against high margins which comes 
from the competition of retailers’ own brands. In another aspect, 
the question may be how the consumer gets any advantage of 
location, but I cannot see that this is very important, and no one 
is aggrieved if he pays for the latest novel the same price in 
Aberdeen as in London. Such evidence as was taken by the 
British Committee showed that the retail margins on price- 
maintained articles were not generally higher than on others, and 
were often lower; this volume gives a similar result for Germany. 

The authors would like to see the practice of price maintenance 
placed under the supervision of an Inter-State Business Com- 
mission. The Federal Trade Commission appears to have lost 
authority, and the valuable plan of trade conferences to have 
fallen into disfavour. It is not easy for an English writer to 
perceive the causes of this, and it is unfortunate just when we are 
looking for foreign experience as a guide to any kind of Tribunal 
such as has been repeatedly suggested by public and private 
inquiries on price fixation and control. The English courts are 
reluctant to discuss the economic issues, and prefer to consider 
these matters from the standpoint of legal rights. I think that a 
Tribunal on trade practices will have to be set up, whose findings 
on economic aspects should be authoritative in a Law Court, 
since price u2aintenance is only one of the number of practices 
which the strategy of competition is devising. A continuous 
jury can see the whole problem better than an intermittent 
series of Committees. For America, the authors would like a 
Commission comparable in authority with the Federal Reserve 
Board or the Inter-State Commerce Commission. 

The authors of this book have set a particular problem in a 
rich background of economic research, and have made a notable 
contribution to our knowledge of the retail trade. 

D. H. Macerecor 


The Scottish Investment Trust Companies. By GrorGE GLAscow. 
(Eyre and Spottiswoode. 1932. Royal 8vo. Pp. xii—204. 
Price 50s.) 


This is a companion volume to the well-known English Invest- 
ment Trust Companies by the same author. The arrangement is 
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similar, consisting of ten short chapters on “ the Scottish Contri- 
bution to Investment Trust Company Finance,” followed by 
statistical details of each of the seventy-one companies. In the 
former part the author refrains from repeating the analysis of the 
principles of the investment trust, concentrating rather on the 
contribution of Scotland towards its development. The diffusion 
of risk ‘‘ geographically amongst different countries, generically 
among different kinds of undertakings or securities and denomin- 
ationally among bonds, debentures, prior charges and so-called 
equities ’ was recognised more than fifty years ago in Scotland. 
At the same time the spreading of risks as between different 
countries was not fully accepted at the beginning, since the titles 
of the majority of the companies formed between 1873 and 1884 
indicated a preference for American investments. Later the 
articles usually impose a limitation on the amount which may be 
invested in any one security, and this is usually understood to 
imply a reasonable geographical distribution, though Scotsmen 
are much too wise to lay down any fixed rule. 

The chief difference as between Scottish and English invest- 
ment trusts is the practice of many of the former in accepting 
terminable debentures, a practice which is analogous to the bond 
on heritable property. Also, Scotland seems to have worked 
towards a standard capitalisation which, in recent years, has 
tended towards a division of the share capital as to three-fifths 
preference and two-fifths ordinary stock. Borrowing on deben- 
tures is usually up to an amount equal to the share capital, in 
addition to which temporary borrowing may amount to 10 per 
cent. or 20 per cent. of the share capital. In defining the ratio 
of borrowing some companies add their reserve fund to the share 
capital or define a separate proportion of its amount. Another 
difference is that of seventy-six English Companies forty-four 
publish lists of investments. Only one of the seventy-one Scottish 
Companies issues such a list, and feeling in Scotland is strongly 
against the practice, which extends even to the general classi- 
fication of investments. For this practice strong reasons are 
adduced. On the other hand, most companies now give an 
indication of the excess or deficiency of the market value of their 
investments over their cost. Atthis point oneisinclined to question 
one of the principles on which Mr. Glasgow’s excellent tables are 
compiled. Quite rightly, he gives the Reserves of each company, 
which he calls the “ Visible Reserve.” Besides this is another 
column, “ Inner Reserve,” being the difference between market 
value and the book value of the company’s investments. One 
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hesitates to call this a reserve. In the case of no less than sixty 
of the companies analysed this so-called inner reserve is negative, 
which means that the excess above book value has disappeared. 
Where the method of accounting adopted is on the basis of devot- 
ing profits on sales of stock to the writing down of investments, 
this involves at least that such profits have been wiped out. Ina 
number of cases the negative balance also extinguishes the visible 
reserve and, for the time being, makes an inroad on capital. For 
instance, one company has a negative “inner reserve ” of £519,207. 
If the visible reserve be deducted, it remains at £421,868, as against 
a share capital of £750,000, or including debentures £1,500,000. 
It would appear that in such circumstances the title “inner 
reserve ” is a misnomer—“ surplus or deficiency on valuation of 
investments ”’ would be less misleading. 

In the practical affairs of life, principles are to be judged by 
their consequences, and, by this criterion, the management of 
Scottish investment companies is deserving of great praise. Of 
English companies there were eight which during the war did not 
reduce the dividend oi: their ordinary or deferred stocks and four 
others increased it. From the smaller number of Scottish 
companies fourteen maintained their dividends during the same 
period and seven more increased them. Turning to the crisis of 
1929-31, taking the average dividends of 1929-31 as compared 
with 1928, out of these twenty-one companies eleven maintained 
their distributions, eight increased, and two reduced them. (It is 
an oversight that at p. 28 Mr. Glasgow says that Appendix III 
gives particulars of these twenty-one companies, whereas the 
actual list deals with only sixteen.) 

So far the record is very favourable, but there is always the 
risk of dealing with selected cases, and, after all, there remain fifty 
companies. Mr. Glasgow dismisses their record by saying they 
have not had time “ to dig themselves in,” meaning that a large 
part of the success of Scottish investment companies consists in 
the accumulation of reserves out of income, which, after the lapse 
of years, yields an increasing income, since in well-managed 
concerns this reserve increases faster than the dividend. This 
cautious policy, added to prudent investment, accounts for the 
success of the Scottish investment companies. There is, however, 
more in the position than this. Even in so far-seeing a country as 
Scotland, there is a tendency to form investment companies at 
the wrong point of the credit cycle. An inspection of the dates 
of flotations shows that the majority of companies are registered 
not long before a crisis. It follows that, when the storm comes, 





-_ «_- - et aA kk Oo UemttlUetlC ee Ol CU OeOlUCUeDlUC OCP 


on 





1932] GLASGOW: SCOTTISH INVESTMENT TRUST COMPANIES 461 


they have no reserves to help them in meeting it. In addition, 
investments are purchased at relatively high prices. If, on the 
other hand, investors took their courage in their hand immediately 
after a crisis, and subscribed new capital either for an existing 
company or for a new company, investments would be purchased 
at low prices, opportunities would arise for profitable exchanges of 
securities and a moderate “‘ visible reserve ’’ would be built up 
before the next crisis came. In actual practice the opposite 
course has been adopted. From 1873 to 1887 eight companies of 
this class had been formed in Scotland. Between 1887 and 1891 
eight more were constituted. Then came the Baring Crisis, and 
from 1896 to 1906 only four companies were registered. From 
1907 to 1914 there were sixteen promotions—the largest numbers 
being in 1910 (four) and 1914 (three). From 1915 to 1922 there 
were none. Between 1923 and 1930 there were no less than 
thirty-five, disposed almost completely symmetrically, 7.e. 1923, 
one, 1924, five, 1925, four, 1926, five, 1927, nine, 1928, six, 1929, 
four, 1930, one. The position of some of these companies, 
especially those of most recent formation and which have a high 
proportion of their total investments in ordinary shares, must 
occasion a considerable amount of anxiety to their directors. At 
the moment some are in the position that present market values 
show a depreciation on cost which leaves nothing for the ordinary 
stock. Behind this is the character of the investments and their 
capacity to participate in the eventual recovery. An instructive 
illustration of the possibility of rehabilitation—even where at 
present prices of stocks it would appear that the value of the 
ordinary or deferred stock has been wiped out—may be deduced 
from one of Mr. Glasgow’s tables. This is the case of the Edin- 
burgh Investment Trust, Ltd., which was registered on March 1, 
1889. It had not time to establish itself before the Baring crisis. 
In 1895 and 1896 it was able to pay only 2 per cent. in each year. 
Its visible reserve had fallen from £20,760 in 1892 to £447 in 1896, 
its ordinary stock touched 45? in 1896 and, worst of all, the income 
available for that stock in the same year was only 13 per cent. 
Yet in 1931 this company paid 12 per cent., the ordinary stock 
averaged over 200 and there was a visible reserve of £300,664. 
The true position was much better than this, for there had been 
two stock bonuses, and the dividend on an original investment of 
£100 would be in the vicinity of 30 per cent., while the market 
value of the stock with bonus additions, even at the reduced price 
of 1931, would be over 500. 

There is one column in Mr. Glasgow’s tables that may mislead 
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the non-expert reader, namely that headed “ % earned,”’ when he 
sees occasional figures of 30 per cent. and 40 per cent. The 
percentage refers to the amount available for the ordinary or 
deferred stockholders; and, while this percentage is not usually 
so large, it frequently exceeds 10 per cent., except in the case of 
companies recently formed. ‘Two facts have to be borne in mind : 
the first that the ordinary capital is only about one-fifth of the 
total share and debenture capital, and that the older companies 
have large reserve funds, the whole income from this, as invested, 
being available for the ordinary stockholders. For instance, the 
Alliance Trust (formed in 1888) has a visible reserve of £2,152,064 
against £1,000,000 ordinary stock and the First Scottish American 
Trust (1879) one of £302,612 and ordinary stock of £160,000. 
How the principle works may be seen by a rough analysis of the 
Edinburgh Investment Trust, already mentioned. It is fortunate 
in its low prior charges, debentures at 4 per cent. and preference 
at 44 per cent. The tables show 14} per cent. available for the 
ordinary stock in its present form in 1931. Adding the visible 
reserve to the debentures and share capital, the return all over 
appears to be 7 per cent. only. Assuming that there have been 
profits, made in former years in excess of losses and now represented 
by income-yielding investments, the return would be lower. 

In fine, it turns out that the whole system depends on two 
central points—the building up of a reserve fund from income and 
prudent management. It is based on a wide diffusion of risk, and 
the need for conservative management is shown by the fact that 
in 1931 there were only ten companies which could show that the 
market value of their investments was not less than their book 
value. W. R. Scorr 


British Trade and Industry Past and Future. By G. D. H. Cots. 
(Macmillan. 1932. Pp. xxiv + 466. 16s.) 


EssENTIALLY Mr. Cole is what in the seventeenth century 
would have been called a projector: his mind is fertile of plans. 
But he has many other roles, and it is in that of the historian that 
he appears in the first half of this volume. It consists of a careful 
and detached study of British trade from the eighteenth century 
to 1930, illustrated by charts and tables to which one will 
frequently turn in the future for reference. 

Mr. Cole traces for us the rise of the export trade, with its 
early specialisation in textiles, the expansion that came with the 
development of coal and iron after the eighteen-forties, the 
increase of foreign competition in the last quarter of the century, 
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and the growth of economic imperialism in the pre-war decades. 
An uninstructed reader might assume from the account of British 
overseas investment (on pp. 62-4) that an export of capital must 
necessarily mean an export of capital goods. But, this apart, 
the survey of trends of trade is admirable. 

In dealing with the world slump Mr. Cole argues convincingly 
that the disproportionate movement in the prices of agricultural, 
as compared with manufactured, products is a result, rather than 
a cause, of bad trade; and, though he urges that monetary 
factors have aggravated the special difficulties of Great Britain, 
he abs vlves them from prime responsibility for the world depres- 
sion. His own explanation, however, is far from satisfying. 
Declaring roundly that the trade cycle is a myth, he rejects the 
logical aid that might have been afforded by some theory of 
fluctuations in general. He believes that the main cause is to 
be found in the fact that the purchasing power of American wage- 
earners and farmers has not been allowed to keep pace with the 
growth of production in recent years, and that there has thus 
arisen “‘ a crisis of under-consumption.” But, though he borrows 
an argument from Mr. J. A. Hobson, he does not develop the 
thesis in detail, nor does he introduce the refinements which 
Mr. Hobson has made in his recent writings. If the root of the 
trouble is to be found in the instability of American economic 
life the rest of us will be affected through the American market 
for our goods and through American foreign investment. And 
those who feel that the first step to recovery must be confidence 
leading to a revival of international lending will hardly subscribe 
to Mr. Cole’s view (on p. 296) that it might do the Americans, as 
well as ourselves, good, if they were to lose at a blow the whole 
of their present investments overseas. 

Mr. Cole’s case against reductions of wages in periods of 
falling prices is open to the criticisms that it rests on an implied, 
but unproved, inelasticity of demand for labour, and that much 
of the same argument could be advanced against reductions of 
interest to the rentier, whose income, however, Mr. Cole would 
like to see drastically cut. High wages, we are told, secure “ an 
appropriate and salutary distribution of purchasing power ”’; 
but how high wages must be set to achieve this end is not defined. 
We are, however, told that the best thing that could happen to 
the world would be an international agreement to raise wages, 
and that failing this rigidity of wages is a merit. 

In the chapter on tariffs Mr. Cole comes down on the whole in 
favour of free trade, but an argument in the Preface is open to 











464 THE ECONOMIC JOURNAL [SEPT. 


question. He appears to believe that tariffs, by raising the 
internal price level may lead to a fall in the external value of a 
currency. ‘Tariffs may either allow of a higher rate of exchange 
at a given price level, or raise the price level at a given rate of 
exchange; it is not legitimate to argue that a rise in prices 
allowed by a tariff at a given rate of exchange can itself be a 
cause of a fall from that rate of exchange. 

Space will not permit of a detailed account of Mr. Cole’s 
discussion of the present position of British export industries 
and of his proposals for their resuscitation. In most cases some 
form of national corporation subject to some degree of public 
control is prescribed; and doubts are expressed if even the 
discovery and development of new trades can any longer be left 
to private enterprise. He suggests that capital for these pur- 
poses as well as for the reconstruction of old industries should 
be raised through a National Investment Trust, which should 
borrow from the public and relend to industry—a proposal which, 
surely, must have the effect of increasing the volume of those 
fixed-interest obligations, or their equivalent, the existence of 
which, Mr. Cole admits elsewhere, is not the least of the barriers 
to a revival of industrial activity. 

Detailed criticism of Mr. Cole’s projects must, however, be 
left to others. To the present reviewer it seems that the world 
is suffering from too much, rather than too little planning, and 
that things might be no worse if economists returned to their 
function of interpreting the system, and showed less willingness, 
as a working man put it in conversation the other day, to carry 
the tool-bag for the politicians. But disagreement on funda- 
mentals must not be taken as dispraise of Mr. Cole’s work. Those 
who cannot accept his proposals, no less than those who can, 
must be appreciative of this able survey of a century and a half 
of British trade and of the penetrating comments with which it 
is enlivened. T. 8. AsHTon 

The University of Manchester. 


Growth of Trade and Industry in Modern India: an introductory 
survey. By C. N. Vaxm, 8. C. Boss, and P. V. DEOLALKAR. 
(Longmans, 1931. Pp. 398. Rs. 7} or 13s. 6d.) 


Tus is an interesting but difficult book to review. India 
ranks sixth in importance in the world’s trade, and her exports 
of wholly and mainly manufactured goods for 1931-32 were 23 
per cent. of her total exports. There is, as is to be expected with 
a country of 353 million inhabitants, a large internal market for 
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Indian-made piece-goods. Of a total Indian production of 2561 
million yards of cotton piece-goods only 98 millions were exported 
in 1930-31. ‘The book under review is an introductory survey of 
the growth of Indian trade and industry mainly from 1860 to the 
present day, and in the course of sixteen chapters the chief im- 
ports and exports are surveyed. Professor Vakil (who is Univer- 
sity Professor of Economics, Bombay) tells us that the work is 
based partially on the material of two theses prepared by two 
M.A. students who worked under him and also partially on 
material subsequently collected. 

The view taken by the authors in the introduction is best 
described in their own words: “On the whole, it may be said 
that the share of India in the gains arising out of foreign trade 
must have been small; but the other countries have gained 
substantially by trading with India. This has been . . . due to 
the undesirable nature of our trade, namely, the export of raw 
materials in return for the import of manufactured goods, which 
has been detrimental to the interests of our industries ”’ (p. 8). 
“The development of our foreign trade has, on the whole, been 
beneficial to some extent to the growth of our agriculture, but 
detrimental to that of industries. It has been wholly beneficial 
to the countries trading with India. A portion of the gains arising 
out of the growth of agriculture and some of the industries is 
appropriated by non-Indians, as some of the agricultural and 
manufacturing industries are owned and managed by foreigners. 
An additional portion goes to meet the foreign liabilities of India 
for trade purposes such as charges for shipping, banking, insurance, 
etc. When allowance is made for all these factors, it may be 
doubted whether the aggregate effects of the growth of our 
foreign trade have been for the good of the people of the country ”’ 
(p. 10). 

The authors accept as generally true that international trade is 
advantageous to both sides, to importers and exporters. They, 
however, cannot agree with Bastable that “a consideration of 
what is our proportion of gain is after all more a question of 
scientific curiosity than of practical importance.’ Both pro- 
tectionists and free-traders will find it difficult to follow the authors 
in the conclusion to which they have come. ‘“ Protectionists,” 
said J. S. Mill long ago in his Principles, “‘ often reason extremely 
ill, but it is an injustice to them to suppose that their protectionist 
creed rests on nothing superior to an economic blunder.” It is 
incorrect to say that it may be doubted, especially in the case of 
India, whether the aggregate effects of foreign trade have been 
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for the good of thecountry. ‘ Back to Adam Smith and Ricardo” 
would be sound advice to the authors. Adam Smith, the best 
informed man since Aristotle, reminds us in a famous chapter of 
the Wealth of Nations that the gain has been in two directions at 
least. This is in fact admitted. It is shown that in the case of 
the export of oil seeds there is little home demand (p. 369), that 
in manufactured jute goods local consumption is “‘ only about 
one-tenth of the total number of gunny bags that we export, and 
our consumption of hessian and sacking cloth is smaller still ” 
(p. 182). In the American Civil War we are told that ‘‘ Indian 
manufacturers of cotton goods were also at an advantage and got 
a good share of the new wealth that had poured into the country ” 
(p. 127). The result, in short, has been an increase in Indian 
production or, in Adam Smith’s phraseology, ‘‘ an augmentation 
of industry.” No one who has studied carefully the trends of 
India’s foreign trade in the present century can be blind to the 
second advantage of India’s foreign trade—the increase in the 
consuming power on the part of the masses of the people. Second- 
ary desires have been diffused up and down the countryside. 
Hume, in his Essay on Commerce, puts it well when he says that 
foreign trade ‘“‘ rouses men from their indolence, and presenting 
the gayer and more opulent part of the nation with objects of 
luxury which they never heard of before, raises in them a desire 
of a more splendid way of life than their ancestors enjoyed.” 
With the curtailment of imports, the curtailment of exports, 
ceteris paribus, would follow. The important question is whether 
the Indian farmer gains by having a foreign market, whether 
he stands as a producer and consumer to gain more by the estab- 
lishment of home manufactures and a greater demand internally 
for his products? The authors believe that the growth of in- 
dustries will relieve the pressure of population on agriculture 
“so that there may be a balanced division of labour between 
different sections of the people, in order to exploit the resources of 
the country for the ultimate good of the people themselves.” 

On p. 84 the authors speak of the salt tax as “a source of 
incalculable mischief’ to the average Indian. This statement 
cannot stand examination. The tax burden has been worked out 
with care, and the burden is very inconsiderable. The carefully 
collected family budgets of the Labour Office of the Government 
of Bombay show that on an average the consumption of salt per 
head per annum is 12-6 lbs. and the expenditure on salt, including 
the tax, is a fraction of 1 per cent. only—0-36 per cent. per annum 
of the average expenditure of all grades of income. In other 
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words, a family of 4-2 persons earning 52 rupees per mensem 
spends only 3 annas per mensem on salt including the tax. The 
expenditure varies between 0-28 and 0-53 per cent. in the different 
ranges of income. Similar inquiries made with regard to family 
budgets in Sholapur (mill families) and in the Deccan (agricultural 
families) show that the average. expenditure is 0-58 and 0-91 per 
cent. respectively. The Indian Taxation Committee (1926) 
rightly concluded that “ If it is desirable to impose any tax on the 
mass of the community at all, there is much to be said for the 
continuance of the salt tax. The present rate of duty is appro- 
priate and causes no serious hardship. The retention of the 
machinery for collection makes it possible to secure additional 
revenue with ease in case of grave emergency which should be the 
only ground for raising it.” Unfortunately the salt tax ‘has 


become a political question. 
G. Fryptay SHIRRAS 


Indian Economics—A Comprehensive and Critical Survey of the 
Economic Problems of India. By Professors JATHAR and 
Beri. (Oxford University Press. Vol. I. Third Edition, 
1931. Pp. 446. 7s. 6d. Vol. II. Second Edition, 1931. 
Pp. 583. 9s.) 

In purely quantitative terms the study of Economics has made 
amazing progress in Indian Universities in the last forty years, 
especially during the last two decades. Economics has won a 
place of its own in the University curriculum, and in most Uni- 
versities has been divorced from history or moral philosophy. 
In a very real sense, too, it is no longer confined to the college 
classroom and text-book, but is to be found in the Government 
office, in the law court, in the legislature and, indeed, in the streets. 
The advance everywhere has not been in the line of Mill, Ricardo 
or Marshall, but in realistic investigation. The volumes under 
review belong to this latter class. In the course of twenty-six 
chapters such topics as the scope and method of Indian Economics, 
population, social and religious institutions, agriculture, industries, 
labour, foreign trade, transport, unemployment, the national 
dividend, currency and banking and public finance are skilfully 
dealt with. Ever since Ranade delivered in 1892 his well-known 
lecture on “Indian Political Economy ”’ descriptive Economics 
has been extremely popular, and in most Universities in the 
honours courses special attention is given to these topics. It was 
Ranade who stressed in India the relativity of economic doctrine, 
and it was he who emphasised the importance of family and caste 
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rather than competition in determining one’s position in life. The 
historical method has been commonly followed and, as elsewhere, 
as in Germany, this leads sometimes to a considerable degree of 
stagnation in Economics because of the resulting isolation from 
the movement of economic thought in other countries. 

These facts are essential to the understanding of the present 
work. Indian Economics is defined as “‘ a study of the present 
economic position of India from the Indian national point of 
view.” A better definition is the authors’ opening sentence, 
where it is described as “a study of the principal economic 
problems in India with an analysis of their probable causes and 
of any measures that have been or might be taken to deal with 
them.” By the national point of view is meant that the touch- 
stone is in all cases the material advancement of the Indian 
peoples. The authors cannot “ consent to any sacrifice for the 
greater glory of the Empire of which we are a part, unless we are 
convinced that the sacrifice asked for is ultimately to the national 
advantage.” But to explain things in terms of historical ante- 
cedents is hardly a complete mode of explanation. 

While the authors have spared no pains in making the chapters, 
especially those on agriculture (which is by far the most important 
industry in India), as full of material as is possible, it is sometimes 
unfortunate that they have depended on secondary sources. Thus 
the chapter on “ Population ” contains out-of-date census figures, 
e.g. those of 1907 and 1911 from Mr. Brij Narain’s Population of 
India (pp. 44, 47, 49, 50, and 53 of Vol. I). In the chapter on the 
‘“* National Dividend ” the figures of various writers are given, 
but the reader is left to decide what estimate is the most correct. 
Sometimes the reasoning is a little difficult to follow. In Chapter 
III, p. 38, we are told that ‘ A highly industrialised and com- 
mercial country with intensive cultivation shows the largest 
density—for example, England and Wales (649) and Belgium 
(654).”’ On the following page it is stated that we cannot draw 
any inferences about economic position from a mere consideration 
of the average density of a country. On p. 49: ‘The proportion 
of female workers to the total female population in India compares 
favourably with most of the other countries mentioned above. . . 
The large proportion of women workers, therefore, indicates that 
very few people in the country can afford the luxury of idleness 
for their women.” In a footnote, however, it is stated: ‘‘ For 
census purposes even a woman who is primarily occupied in 
domestic duties and gives only a fraction of her time to a re- 
munerated occupation is counted as a worker.” In Vol. II, p. 
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463, we are told that “if India had not swallowed up the gold 
and silver, the output of which had been enormously increased 
owing to the discoveries in recent times of new mines and improve- 
ments in the methods of extraction, a great derangement in the 
economic life of European countries would have been caused by a 
rise of prices,’ and on p. 465 it is said that “‘ the utmost economy 
in the use of gold is necessary if the present disastrous decline of 
prices is to be arrested.”’ Jains are said to be confined “ practically 
to Rajputana, Ajmer-Merwara and neighbouring States” (Vol. 
I. p. 41). At the 1931 Census the number of Jains in India was 
1,252,105, and almost half of this total was in the Bombay Presi- 
dency (including Native States) and Baroda. These and similar 
slips will doubtless be noted in future editions. 

On p. 492 of Vol. II, on the Salt tax, it is stated that 
“essentially, however, the tax is undesirable,’ but we are not 
given proof of why this is so. “ Though for practical reasons 
it may be impossible to abolish it immediately; this should be 
definitely recognised as the goal of public policy, and steady 
approaches should be made towards it. So long as the tax cannot 
be dispensed with, it should at least be maintained at as low a 
pitch as possible.”’ Sir Arthur McWatters, until recently Financial 
Secretary to the Government of India, in a paper read before the 
East India Association on May 24, 1932, showed that the Salt tax 
is a good Federal tax. It is paid by all consumers in India, and 
it should be one of the most reliable assets of the Federal Govern- 
ment. ‘“‘ Unfortunately,” he said, ‘‘ it has been made an object of 
political controversy,” and he quoted the views of the Punjab 
Committee appointed to explore new sources of revenue. The 
Committee was representative of all the leading communities in 
the Punjab. It made the following significant recommendation : 
‘We have considered a proposal to levy a surcharge on salt. 
The majority of us, six to one, strongly favour the imposition of a 
surcharge of 50 per cent. on the present Salt tax, which surcharge 
should be paid to provincial revenues. The majority are of the 
decided opinion that so far as the Punjab is concerned the present 
Salt tax is not felt by any one, as its incidence on the poorer classes 
does not amount to more than a few pies per person in a year. 
They understand that the present tax has not been increased by 
the Government of India for political reasons. They consider 
that these reasons do not apply to the Punjab; and that a sur- 
charge on salt, if imposed, would be widely hailed as a justifiable 
taxation which would cause no hardship even to the poorest 


classes.” 
No. 167.—VvouL. XLIit. EE 
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On the title-page of these interesting volumes the expression 
is used that the work is “a comprehensive and critical survey 
of the economic problems of India.” The authors in the main 
have undoubtedly succeeded, but there are places where con- 
siderations other than economic have, perhaps, warped critical 


judgment. 
G. Finptay SHIRRAS 


Indigenous Banking in India. By L. C. Jaty. (Macmillan & Co. 
1929. Pp. 274. 15s. net.) 


Mr. Jatn’s book was a thesis approved for the Ph.D. in 
Economics of London University. Jt deals with the history and 
methods of indigenous banking in India, as well as with the 
defects and future outlook of this form of banking. Since the 
book was written, the Reports of the Royal Commission on Agri- 
culture in India and of the Indian Banking Committee have been 
published. These official Reports cover the ground which Mr. 
Jain has covered in regard to rural finance, perhaps in greater 
detail and with greater sureness of touch. Nevertheless, Mr. 
Jain has succeeded well. His chapter on “‘The Methods of 
Indigenous Banking,” where the hundi system is described, is of 
particular value to the student of Indian banking. It is doubtful 
if Mr. Jain is correct in attempting to show that a hundi is not 
quite an inland bill of exchange, as “‘ one of its main functions is 
to enable one to get advances”’ (p. 72). Later, on p. 176, he 
indicates that “ the hundis may be either pure finance bills or trade 
bills, the latter being against some produce or goods.” In short, 
as the text-books point out, the hundz is an inland bill of exchange, 
and it does not approximate, as Mr. Jain thinks (p. 72), more to a 
cheque than to a bill, although, as he is careful to remark, it falls 
in legal phraseology under the category of a bill. It is either 
payable on sight—it is then a darshani hundi—or after a stipulated 
period—a deferred or usance or muddati hundi. There is a great 
harvest awaiting the economic historian’s sickle in regard to 
the indigenous system that obtained from the sixth to the sixteenth 
century. There is much material both in Sanskrit and Persian 
that has not yet been explored. The East India Company Records 
at the India Office and similar contemporary sources have not 
yet been fully examined in this direction. It is to be hoped that 
Mr. Jain will be able to continue his researches in regard to these, 
as the gaps in Indian financial history are very great in this 
respect. The description of joint-stock banks in Chapter VI is 
hardly relevant in so interesting a book. 
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It is advisable to keep distinct the functions of the money- 
lender from those of the indigenous banker who receives deposits 
and deals in hundis in all questions relating to rural finance. It 
is often, it is true, a question of degree. ‘‘ The indigenous banker,”’ 
says the Report of the Punjab Provincial Banking Inquiry 
Committee, ‘‘ finances trade and industry rather than consump- 
tion; the urban money-lender consumption rather than trade. 
Both banker and money-lender advance partly with, and partly 
without, security, but the banker more often with than without, 
and the money-lender probably more often without than with. 
The banker is generally particular about the objects for which 
money is required : the money-lender is less careful. A further 
difference, and one, no doubt, arising from the last two, is that 
most of the banker’s clients repay punctually, and most of the 
money-lender’s have to be pressed.” It is preferable to keep a 
distinction between the two, as the problems awaiting settlement 
in regard to each are dissimilar. In regard to the money-lender, 
a scheme of debt conciliation on a voluntary basis has been 
recommended by the Banking Committee, and the desirability of 
undertaking legislation to secure the settlement of debts on a 
compulsory basis has also been suggested. ‘The case for a simple 
Rural Insolvency Act in each province has been suggested by the 
Royal Commission on Agriculture, and the Banking Committee 
has suggested legislation on the lines of the Punjab Regulation of 
Accounts Act 1930, which imposes on creditors certain obligations 
in the keeping of debtor’s accounts and the extension of the 
Usurious Loans Act of 1918, an Act which, speaking generally, 
has still to be learned by the subordinate judiciary and the 
up-country Bar in India. The question of the money-lender in 
any system of banking in India must be examined quite apart from 
that of the indigenous banker proper. Mr. Jain has not given 
perhaps sufficient emphasis to this aspect of the problem. In 
regard to the indigenous banker he suggests “‘ that in every village 
and small town the indigenous money-lenders and bankers may 
combine themselves on the joint-stock principle, thus pooling 
their capital resources and forming themselves into indigenous 
joint-stock banks. The indigenous money-lenders and bankers, 
it is expected, will act as the directors and paid employees of the 
bank, besides earning dividends on their shares and interest on 
their deposits, if any ”’ (p. 238). This suggestion is hardly practic- 
able, as it is asking for the moon to expect these persons to combine 
in the way proposed. A real and lasting solution will come only 


by the spread of education. So far as money-lenders are concerned, 
112 
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the object is to prevent usury and to reduce rates, while at the 
same time to prevent the dishonest practices that at present occur. 
No system of licensing, voluntary or compulsory, will solve the 
difficulty, and the suggestions that have been made above seem 
the best. In regard to indigenous bankers, on the other hand, 
such as the chettis in Madras and Burma and the Multanis, a 
different line of reform seems essential. It must be remembered 
that the indigenous banker performs a very useful function in the 
Indian banking system, and deserves every encouragement. 
Since 1860, owing to the development of joint-stock banking, his 
position is not what it was, and of the 2500 towns of India, joint- 
stock banks and their branches exist in less than 400 places. 
Steps, therefore, must, as Mr. Jain rightly suggests, be taken to 
strengthen the position of indigenous bankers. The best proposal 
—one which is supported by the Banking Inquiry Committee— 
is that he should be brought, along with joint-stock and co- 
operative banks, into direct relations with the Reserve or Central 
Bank, so that adequate re-discount facilities may be granted by 
the Reserve Bank when created. Facilities for remittance of 
funds at the same rates as are exchanged to joint-stock banks 
should be given to such indigenous bankers as are included in the 
schedule of member banks of the Reserve Bank. There is a great 
scope in the banking system of India to-day for indigenous bankers 
engaged in banking proper. It will be for the Reserve Bank 
to prescribe the standard which indigenous bankers must satisfy 
before they receive the concession. For example, these bankers 
must keep proper accounts, and these accounts must be audited 
annually by recognised auditors, and their books should be 
available for inspection and audit by the Reserve Bank. 
G. Frypiay SHIRRAS 


The British System of Social Insurance. By Percy ConeEn. 
(Philip Allan. Pp. 278. 12s. 6d.) 


Tuts is a necessary book. Mr. Cohen brings together in a 
reasonable compass all that the inquiring student needs to know 
of our Health, Pensions and Unemployment Insurance Schemes. 
He also devotes two additional chapters to the law of workmen’s 
compensation and to the various types of industrial assurance 
administered by commercial houses or by collecting societies. 
The book is, in fact, the only up-to-date work of reference covering 
this range, and it fills an inexcusable gap in the literature of social 
economics. A similar text-book dealing with our public health 
and education services and our modern public assistance system 
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would not come amiss, for these are just as much a part of the 
British system of social insurance as the five contributory in- 
surances selected by Mr. Cohen. 

Technique is a vital factor in social administration. For too 
many years it has been left almost wholly to officials and to in- 
terested parties such as the Approved Societies. No one else has 
known enough to criticise. Not since the spacious days of 1909 
(following the report of the Poor Law Commission) has the subject 
been adequately ventilated and discussed. We have been content 
to will the ends and let who will devise the means. That is partly 
the reason why, to-day, our social services are patchy and in- 
consistent one with another. Scheme has been added to scheme 
without any coherent view of the place which each should fill in an 
ordered system, and without sufficient disinterested criticism of 
technique. And how long is it since a British Cabinet sat down to 
review our social policy as a whole—which services should be 
national and which local, which free and which not free, whether 
the contributory principle was justifying itself, and, if so, could it 
continue to depend solely on the existence of a contract of employ- 
ment ? 

But all this is going beyond Mr. Cohen’s scope. He is writing 
for the elementary, not for the advanced, student. And rightly, 
because the latter scarcely exists. Mr. Cohen is neither speculative 
nor critical—except in one respect. He is a bit of a party poli- 
tician. He tries to show that the contributions of Conservative 
Governments to the immense structure of our social legislation 
have invariably been inspired, whereas those of “ Socialist ”’ 
Governments have not. The truth is, of course, that there is not 
a pin to choose between them. But the political note is by no 
means obtrusive, and the book, as a whole, is to be commended. 

R. C. Davison 


The Potash Industry, a Study in State Control. By GroRGE 
Warp Stockine. (New York: Richard R. Smith, Inc. 1931. 
Pp. x + 343. $3.) 

Porasu is found at present in five districts in Germany as well 
as in the area transferred to France after the War, and under 
widely varying conditions both as regards its chemical character 
and its physical occurrence. Under a system of free enterprise 
speculation “on a free and easy scale” was invited and was 
strengthened by the fact that once created capacity tendstoremain. 
** Over-capacity is, therefore, likely to prove a normal character- 
istic of potash mining under a system of competitive control.” 
Increase of output, by reducing overhead charges, will tend to 
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reduce unit costs, but reduction of prices does not directly affect 
consumption, which depends in the main on changes in farmers’ 
habits, stimulated by propaganda. Therefore, “ competition 
must prove an awkward and ineffective system of control for this 
mineral resource.”” Germany has always been under the influence 
of mercantilist doctrines, but there is “a marked distinction 
between the earlier and the latter-day mercantilism as it has 
manifested itself in Germany. . . . Under the former the State 
utilised business for the advancement of State ends, whereas in 
the latter the business man has utilised the State for the advance- 
ment of business ends.” The earlier idea was particularly 
characteristic of the period 1680-1786, but was still in force in 
the middle of the nineteenth century, when the potash industry 
came into being as an offshoot of salt-mining. Ideas of industrial 
Liberalism, derived from England, penetrated Germany about 
that time, and the principle of freedom in mining was introduced, 
guaranteeing to the finder a lease in case a mineral was discovered. 
Most of this excellent book is taken up with a historical account 
of the clash between the two opposed principles of State control 
and free enterprise in mining, and of the economic consequences 
that ensued. 

Potash mining was begun in 1861, and for the next thirteen 
years was conducted only by the governments of Prussia and 
Anhalt, but the refining and marketing of the mineral were in 
private hands. Prices were high and the factories made large 
profits, attracting new capital, so that in 1865 there were eighteen 
establishments. Competition and technical improvements brought 
down prices from 32 marks per 100 kg. for 80 per cent. potassium 
chloride in 1863 to 12 marks in 1873, with resultant bankruptcies 
and a weak price agreement which was dissolved in 1877. Potash 
mining had been thrown open to the public in 1865, and in 1877 
there were two private mines besides the two State mines, and 
any one of the four could readily have supplied the market. The 
State income from the mines was imperilled, and the first “‘ fiscus 
cartel ’’ for the limitation and apportionment of output was set 
up in 1879. This assurance of profits attracted fresh enterprise, 
in which the Prussian State took part in order to maintain its 
quota for treasury purposes. Up till 1910 reorganisations of the 
Syndicate aimed at stronger State control, and the factories in 
their turn established a central sales office which continued under 
varying forms till 1909. One special concern of the Prussian 
Government was to secure favourable prices of potash for German 
agriculturists, the Syndicate remaining free to fix prices for 
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exports. Fortunately for the industry there was an enormous 
expansion of demand which enabled the Syndicate to raise prices. 
“These numerous developments—increasing prices, increasing 
demand, decreasing costs in the developmental processes, the 
Syndicate’s endeavour to prevent outsiders from sharing in the 
bounty, the speculative possibilities of hidden treasure—all made 
for a wild hunt for potash.” The end was confusion. ‘ The 
winds of competition sown by the State itself threatened to become 
a whirlwind of Syndicate destruction. Hitherto, as new works 
appeared on the stage of action, increasing demand had made 
ready for them a productive rdle. New quotas could be carved 
from increased sales. From 1900 forward, although sales in- 
creased continuously, potash producers increased at an even 
more rapid rate under the exigencies of free enterprise. Quotas 
were assigned to new companies at the expense of older works 
already in the Syndicate—works, incidentally, which had built up 
a productive capacity based on undiminished quotas. “Entrance 
of new works into the Syndicate meant, therefore, an increasing 
burden upon those already within the fold. Failure to admit 
new works, however, meant price competition, a demoralisation 
of the market, and a loss of sales.”’ 

A bitter fight for the American market produced the Potash 
Law of 1910, which placed the industry definitely under the con- 
trol of the German Imperial Government. Maximum domestic and 
minimum export prices were fixed till 1913, production was allo- 
cated in definite proportions subsequently variable by a committee, 
and excess production was subjected to a tax. Quotas could be 
transferred and new companies were only entitled to a quota 
if they had a certain minimum annual capacity. But the figure 
fixed soon proved too small to be an effective limitation of entry. 
The fight for quotas soon took many new forms, and “ under the 
tolerant influence of a paternalistic measure which aggravated the 
evils it was designed to curb, excess capacity in the potash industry 
continued its skyward flight.’””’ The European War brought 
additional troubles, and in 1917 only 100 out of 206 shafts were in 
normal operation. The Peace broke the German monopoly of 
potash by transferring the rich Alsatian mines to France. The 
Socialist Government attempted to combine the principles of 
ultimate State control with immediate administration of the 
business units by business men. The Potash Law of 1919 set up 
a Potash Council representative of producers, consumers, em- 
ployees, and the State, and three boards to deal with quotas, 
wages, and propaganda, together with two appeal boards for 
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quotas and wages; the first of these boards was also to examine 
into the efficiency of individual mines. Finally, a decree was 
issued in 1921 prohibiting the sinking of new shafts till the end of 
1928 and regulating the continuance of quotas. The monster of 
unrestricted competition was thus got rid of. Inefficient mines 
were closed down, an agreement was made with the French mines, 
the Prussian treasury was relegated to a subordinate place, and 
all along the line business enterprise succeeded in transforming 
a mercantilistically controlled syndicate into a syndicate controlled 
for business ends. 

The author devotes the third part of his book to an elaborate 
comparison of the fruits of mercantilist control and business 
control, to the advantage of the latter, but we cannot go into that 
now. He does not think the industry has been “ socialised ” and 
he holds “ that the stabilisation in foreign markets at which the 
Franco-German accord aimed has been achieved, and that it is 
price-stabilisation at levels higher than would have been likely in 
the face of competition.”” There still remain to be faced in the 
future problems of capacity, of the disposal of by-products, and of 
the competition of other fertilisers. Finally, there is a discussion 
of the possibility of recreating an American potash industry 
similar to that which existed during the War, but of this Mr. 
Stocking is only moderately hopeful. H. W. Macrostry 


Prospettive Economiche. Twelfth edition. 1932. By G. Mor- 
TARA. (Universita Bocconi di Milano. Pp. xix + 615.) 


In the twelfth edition of his well-known and admirably pro- 
duced Prospettive Economiche, Professor Mortara traces the for- 
tunes of and discusses the outlook for cereals, wine, olive oil, 
coal, petroleum, hydro-electric power, silk, artificial silk, flax, 
cotton, wool, iron, copper, maritime transport, railways, money, 
and public finances. In each case comparisons are given for 
recent years and for pre-war years, and the statistical tables 
relate to all the relevant countries of the world for which informa- 
tion is available, estimates being given of the aggregate of world 
production. 

The survey does not make cheerful reading, dealing as it does 
largely with the acute slump conditions of 1930-31, and the fore- 
casts of the future are weighed down in most cases by the existence 
of vast accumulations of stocks and by the general contraction 
of demand. The few bright signs of possible improvement afford 
scanty comfort in the face of political uncertainties and the 
growing excesses of economic nationalism. 
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Professor Mortara points out that Italy has been less seriously 
affected by the world economic crisis than the majority of other 
countries. ‘‘ The special characteristics of the Italian economy 
in which forms of activity which satisfy directly and national 
requirements predominate, the fact that our population is accus- 
tomed to a modest standard of life, the widespread habit of saving 
and mutual aid, and the efficacy of Government action, have 
contributed to lessen the evils of the crisis and to avoid the spread 
of an exaggerated pessimism—itself a factor causing greater 
depression. . . . An active policy of public works has reduced 
unemployment, paving the way at the same time for a more per- 
fect economic adjustment of our country to the better days 
which are tocome. . . . The corporative organisation has on the 
whole justified itself. . . . The State has resisted all attempts 
that have been made to cause it to intervene directly in produc- 
tion, and has adhered to the policy that its fundamental sphere 
of action lies in the disciplining and co-ordination of private 
economic activities. We hold that in so doing it has pursued 
the course most likely to conduce to the national interest and to 
bring about conditions favourable to the attainment of effective 
international agreements.” It is, in fact, in the development of 
international economic agreements, which presupposes in his 
view the systematic intervention of the State in the co-ordination 
of national economic activities, that Professor Mortara sees the 
only really hopeful remedy for the economic evils which at present 
afflict the world, though he realises that these will be difficult to 


bring about and necessarily slow in their action. 
C. W. GUILLEBAUD 


Probleme der Werilehre. Edited by L. Mises and A. SPreTHorr. 
(Miinchen : Dunker and Humblot. 13 m.) 


Tuts collection of essays on the Theory of Value offers a very 
convenient presentation of the contemporary condition of pure 
economics in Germany and Austria. The Austrian theory of 
subjective value, still proceeding in the tradition of Menger and 
Boéhm-Bawerk, but considerably elaborated in recent years, 
occupies the centre of the picture; its opponents are numerous 
and important, but they rarely escape from its influence. In 
this book Viennese orthodoxy is represented by Professor Mises, 
Dr. Morgenstern, and Dr. Vleugels; while Dr. Furlan prefers the 
Lausanne approach, but is perfectly conscious that he is in funda- 
mental agreement with the Austrians. The orthodox do, indeed, 
set a good example in tolerance; the theory of value has travelled 
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a long way since the days of Jevons, Walras, and Menger, but the 
schools which derive from them are only “variants,” ‘‘ Kinder 
der gleichen Mutter,’’ between which there is no irreconcilable 
contradiction. Indeed, it seems possible to trace here signs of 
a very close rapprochement between Lausanne and the newer 
Austrians—a development which is pregnant of great possi- 
bilities. 

Of the opposition, Dr. Kromphardt contributes an ingenious 
and candid defence of Cassel; but he does not seem to meet the 
central difficulty—Cassel’s ‘‘ normative” use of the Lausanne 
equations. Professor Liefmann’s and Professor Gottl’s objec- 
tions to the Austrian theory seem little more than verbal. Pro- 
fessor Spann contributes an outline of his remarkable system. 
Finally, Professor Oppenheimer and Professor Zeisl represent 
Marxism, though of very different kinds. Professor Oppenheimer 
pours his blessing upon the classical economists, apparently 
because they held the Labour theory of value; while Professor 
Zeisl, so far as pure economics are concerned, seems to be in 
astonishingly complete agreement with Professor Mises, though 
one gathers that his application of the subjective theory would 
be widely different. 

J. R. Hicks 
London School of Economics. 


American Economic Thought in the Seventeenth Century. By 
E. A. J. Jounson, Ph.D., Assistant Professor of Economics, 
Cornell University. (London: P. S. King and Son, Ltd. 
1932. Pp. xi-+ 292. Price 12s. net.) 


To trace the development of economic thought in a young 
community occupying a virgin soil and equipped only with the 
power of its own hands—such is the attractive study to which Dr. 
Johnson invites us. With this purpose he has ransacked the 
contemporary literature both of religious admonition and of 
business precepts and has woven all this scattered material into a 
quilt, which indeed is patchwork but yet in the highest degree 
satisfactory. Robinson Crusoe did not tackle the problems of 
his island without some aid derived from outside civilisation, and 
the early settlers of New England and Virginia brought with them 
a mental equipment and ideas rooted in the remote past. As 
Dr. Johnson says in his preface, ‘‘the economic thought of the 
American seventeenth century is important in itself as one of the 
last outposts of medizval economic thought. The Reformation 
created renewed interest in the inter-relation between Christian 
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ethics and economic conduct. Puritan leaders hoped that, in a 
new world, all economic activity could be made to conform with a 
moral pattern.” 

It was a matter of common belief that the State should 
exercise an intimate control over the economic life of the com- 
munity, and “ the colonial records are literally cluttered up with 
economic legislation.” From the very beginning it was recognised 
that the first duty of the local government was to see that its 
citizens did not starve; agriculture was fostered, especially for 
food supply, and many warnings were given to Virginia against 
the danger of devoting itself to the lucrative production of 
tobacco at the risk of food scarcity. ‘‘ Although regulation of the 
economic activity of the individual was highly paternalistic, it 
was essentially repressive rather than assisting. Laws .were 
designed to restrain excessive expenditure, excessive prices or 
excessive wages.” The medieval ideas of a just price and a fair 
wage were taken over, but applied rather to control thé seller of 
goods or labour than to ensure that he should have a fair reward. 
The ideas of the study in due course shattered against the facts of 
the market, for, as the magistrates said in one case, “a certain 
rule could not be found out for an equal rate between buyer and 
seller, though much labour had been bestowed in it and divers 
laws made, which, upon experience, were repealed, as being 
neither safe nor equal.” 

Colonisation was advocated in England under the mercantilist 
ideas that foreign trade was a means of enriching the country and 
that a nation and its colonies could become a self-sufficient 
economic entity. The colonies were to supply the mother country 
with necessary commodities and to produce also such goods as 
fish, salt, and timber that entered into international trade. The 
early American writers were also mercantilist, but they took, as a 
rule, little stock of the advantages of colonies to England. Shift- 
ing the emphasis altogether, ‘‘in the order of their relative im- 
portance, four functions seem clear: first, refuge from economic 
oppression and the provision of economic opportunity ; secondly, 
opportunity to regulate economic matters in accordance with 
religious or moral ideals; thirdly, a solution of the English 
population problem; and, lastly, provision of goods desired by 
the mother country.”” The colonial attitude towards trade was 
“ strangely paradoxical.’ For whereas the regulation of colonial 
trade by the mother country was condemned as ultimately 
injurious and unwise, the several colonial assemblies attempted to 
regulate their domestic trade by profuse and minute legislation. 
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These laws embodied, “especially in New England, a great 
many mercantilistic ambitions : regulation of trade with the view 
of building up an economically self-sufficient political unit. But 
whether traditional, or politically purposeful, the seventeenth 
century extensively regulated trade. The export of foodstuffs 
without license was forbidden, as was the export of money. 
Profits were limited by legislative maxima; markets were 
established and supervised. The quality of goods brought to 
market was specified and defined, the “‘ exposure ”’ of defective 
goods prohibited, and provision was often made for a time limit 
between the date of importation and the date of sale, so that all 
prospective buyers might have notice. ‘Staple’ articles for the 
export trade were defined legislatively by most of the colonies, 
and export monopolies were created by the colonial assemblies.” 
And so on, with the familiar regulations borrowed from England 
against regrating, forestalling, and engrossing. Some of the 
writers held different views from the legislators: ‘‘ Liberty, said 
John Smith, increases trade and trade enriches the state; in the 
long run, low customs are more profitable than high duties.” 

The American colonists had a long experience with produce 
money, and John Woodbridge well brought out the advantages of 
““money ” (in our sense) as generalised purchasing power and as 
saving time in exchanges. “ Money,” he said, “is that One 
Thing, which as a Medium of Trade answereth All things. For 
where it is in plenty no Buyer will be bound to one Person, or 
Market; nor purchase Credit at the Grantor’s price; nor be 
necessitated to become servant to the Lender, if he have money 
to answer his occasions; nor will run the hazard of Trusting.” He 
was an advocate of paper money in the shape of bank bills (com- 
modity or land bank) which were of “real, durable, and secure 
value,” being based on goods or land, whereas treasure “allures an 
Enemy and is covetously hoarded up,” besides being subject to 
wear, adulteration, or loss. Mather and Blackwell also defended 
the Massachusetts bills of credit as currency, for they were secured 
on “ the credit of the whole country ’’; moreover, as they were in 
the place of specie, goods would have to be exported in payment 
for imports, thus preserving a “favourable balance of trade.” 
The paper-money enthusiasts were eloquent on the stimulus to be 
given to trade by abundance of money; our modern inflationists 
have few new ideas! Discussions on banking followed closely 
the debates in England that preceded the founding of the Bank of 
England. Three projects, put forward by Woodbridge, Blackwell, 
and Budd, are described in a most interesting chapter. Wood- 
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bridge’s plan was cumbersome, but Blackwell’s was of importance. 
Besides embodying the principle of a land bank, he contemplated 
the provision of capital by the bank partners, and the issue of 
bank bills against deposited land mortgages or staple goods (to 
one half or two thirds of their value). These bank bills were to be 
in various denominations, equivalent apparently to our bank 
notes. The storehouses for the goods were to serve as con- 
tinuous open markets. 

Enough has been said to show the interesting matter contained 
in this book. It forms a useful supplement to English economic 
literature of the seventeenth century, and, from another point of 
view, exemplifies at once the fertility of the human mind and the 
antiquity of ideas. Few of the proposals put forward by the 


pamphleteers of three centuries ago are quite dead to-day. 
H. W. Macrosty 


The Economic History of England (1760-1860). By A. Reprorp. 
(Longmans. 1931. Pp. 221. 3s. 6d.) 


Dr. REeprorp’s book appears to be intended as a member of a 
new series, “‘ The Economic History of Great Britain,” of which 
Principal J. F. Rees is the general editor, and the intention of 
which is stated to be to correct the generalisations of popular 
text-books in the light of recent research and to “incorporate the 
new conclusions [of the monographs] in a continuous account of 
economic development.” This account is to be rendered in 
volumes by several hands and in a form to reach the general 
reader as well as the academic student. 

About the possibility of accomplishing both the correction of 
current generalisations and the provision of a good summary of 
modern research for the use of students, within the limits of the 
same treatment, one may perhaps feel a little doubtful. Some 
existing generalisations seem to require replacement rather than 
correction. Perhaps it is less the unity of a narrative or digest 
than the more fundamental unity of subject-matter obtained by 
establishing general relations among the facts as ascertained, which 
is the lack of economic history at the present moment, without a 
remedy for which, the really satisfactory and illuminating guide 
for students can hardly be constructed. 

However, even if new bottles are wanting, it is only necessary 
to admit that wine must still be carried, to acknowledge the 
merits of this extremely concise study as an introduction to the 
main results of recent work, its virtues in this respect being 
about in inverse proportion to its size. Dr. Redford covers in 
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seventy thousand words “ the most controversial century in the 
economic history of England” in a way which gives his book 
superiority over every other introduction of similar scale, and 
over some works that are bigger. The material is intelligibly 
arranged, if a trifle conventionally, among very manageable 
chapters. Notes are kept down to a minimum; but there is a 
bibliography, which is more useful to the average reader, and 
very well balanced, as indeed is the whole of the book. In the 
allotment of space among topics, the scales are fairly held, as 
between agriculture and industry, foreign trade and finance, and 
between regions, and among industries. However, there is no 
account of the beginnings of foreign investment in the age succeed- 
ing Waterloo, which seems no unimportant part of the economic 
history of the country at that time, and can make good reading. 
The description of particular industries derives support from 
recent special inquiries: from the investigations of Mr. Ashton 
and Mr. Sykes into the eighteenth-century coal-trade, for instance, 
and of Dr. Roll into the records of the Boulton and Watt firm. 
Even the account of the cotton industry, upon which so much 
has been done, takes on further satisfactoriness from the extra- 
ordinarily effective research of Mr. Wadsworth and Miss Mann. 
The general tendency of the treatment will be to push towards 
the back of the student’s mind the notion of special importance 
residing in the changes of organisation and method within any 
particular industry and to bring to the front the general process 
of industrialisation, in which the industrial transformations of the 
1760-1860 period take their place as a phase; perhaps not a very 
well-marked phase, but one of ponderous developments. Among 
points in the general treatment which seem particularly neatly 
explained are the account of the rise of modern business asso- 
ciations, for price fixing and other purposes (46-51), of the 
agrarian distress which followed the French wars (97-102), of the 
progress of railway building and amalgamation and the questions 
of public policy that arose out of them (187-197), of the develop- 
ment of company law (166-169), and of the process of the rise in 
prices, in the period following the gold discoveries (200-204). 
Some of these improvements, it should be said, arise not only from 
the general progress of research, but also from the right which 
Dr. Redford has assumed, and exercised, of supplementing and 
correcting the standard accounts by independent reference to the 
sources, and to his admirable judgment in the linking of topics. 
The kind of treatment adopted throughout favours exact detail 
and actual magnitudes, even to the point of being a little “‘ packed.”’ 
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As regards details, the student’s knowledge both of parliamentary 
committees and currency problems will be improved when he 
reads that, in the controversy between the Banking and Currency 
schools, such committees asked more than fourteen thousand 
questions “ without coming to any conclusion,” and his sense of 
the intricacies of foreign trade deepened when he hears that, in 
the wisdom of Parliament, the importation of bulrushes, manna 
and canaries into this country was subject to duty down to the 
year 1845. Itseems a pity, though, that no room could be found 
for a diagram or map or two, as they car bring some things more 
vividly before a reader than the written word. 

Upon the wide social issues involved in his subject, Dr. Red- 
ford is exceedingly discreet. Owing to the scale of the book, the 
treatment of the intricate and immense interactions of industrial- 
ism with growing population and with institutions and con- 
ceptions of government and law is limited, though effective, and 
the background of industrialism in the profounder social’ changes 
of the sixteenth and seventeenth centuries is practically excluded. 
The book achieves its severely limited aim so perfectly that one 
cannot help wishing its aim had been wider. Since the general 
relations between things form the problem, they cannot very well 
always be precisely explained; but they do need reminder to 
students, trained in their narrow fields, and skilled exposition for 
the general reader, who has the best of reasons for knowing that 
they exist, and indeed is interested in nothing else. 

W. H. B. Court 


University of Birmingham. 


Agricultural Depression and Farm Relief in England 1813-1852. 
By Lronarp P. Apams. (P. 8. King & Son. 1932. Pp. 
191. 7s. 6d.) 

Tuts little book is scarcely adequate to the interest, import- 
ance and difficulty of its theme. It is a useful but superficial 
summary, and not a serious contribution to knowledge. The 
author, who is Instructor in Economics at Cornell University, 
has made some use of original authorities, such as Parliamentary 
Papers, Hansard and the Farmer’s Magazine, and has taken 
account of Professor Silberling’s index numbers; but he seems 
to have relied mainly upon such well-known secondary authorities 
as Lord Ernle’s English Farming Past and Present and Smart’s 
Economic Annals, and he shows no knowledge of Professor Clap- 
ham’s volume on The Early Railway Age, of Professor D. G. 
Barnes’ History of the English Corn Laws, or of Mr. Fay’s article 
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on Corn Prices and the Corn Laws 1815-1846, which was published 
in this JOURNAL in March, 1921. 

Mr. Adams’ knowledge of the background of his subject is 
very defective. He uses language (p. 9) which seems to imply 


that Tull flourished in the second half of the eighteenth century, © 


and on the same page definitely speaks of Lord Townshend and 
Mr. Coke as being “ the best examples of progressive farming at 
the beginning of the nineteenth century,” and assigns one of 
these—it is uncertain which—to Leicestershire! It is hard some- 
times to know whether he means what is wrong, or has failed to 
express his meaning clearly. Most readers would, I think, gather 
from pp. 13-14 that enclosure first attracted the attention of the 
House of Commons in 1797 and that the great enclosure move- 
ment began with the nineteenth century, and one who did not 
know the facts already would be surprised when he read later 
that “in the period 1770 to 1799 Parliament passed a total of 
469 enclosing bills.’ Mr. Adams actually goes out of his way to 
make misleading statements. On p. 15 he speaks of the Naviga- 
tion Acts as “‘ inaugurated in the reign of Elizabeth,” and, speak- 
ing of the beginning of the nineteenth century, says that “‘ wages 
were still fixed by the justices of the peace in many districts.” 
Even when he gets down to his proper subject, he is still fearfully 
inexact. It is misleading to say (p. 137) that the Royal Agri- 
cultural Society “‘ was founded in 1840.” That was the year it 
received its charter; but it was formed two years earlier, and 
had started its Journal and held a show at Oxford in 1839. It 
is misleading, again, to say that the Tithe Commutation Act of 
1836 made tithes payable in money “ the amount of which was 
to vary with its purchasing power ” (p. 172, cp. p. 164). 

The best part of the book is the last chapter, which gives us a 
“Summary and Conclusion,” but here a general failing, which is 
noticeable also in other chapters, becomes more important. 
Except for a casual statement that ‘‘ the more rapid turnover of 
capital in manufacturing was an advantage under conditions of 
falling prices ” (p. 166), we find no appreciation of the fact that 
agriculturists tend to feel the effects of a changing price level more 
than those engaged in industry, and arable farmers more than 
grassland farmers. Much which Mr. Adams has found puzzling 
would have been clearer to him if he had taken to heart the article 
on The Economic Lag of Agriculiure,) which was published in this 
JOURNAL in December, 1925. 

REGINALD LENNARD 


1 By C. Dampier Whetham (now Sir William Dampier). 
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NOTES AND MEMORANDA 


NoTES ON THE GENERAL SITUATION OF INDIA 


At a time when the world is suffering from economic depres- 
sion and a serious discussion is going on about cancellation of 
reparations and reduction of public debts, it is essential that 
some facts about India should not be lost sight of by those who 
mould public opinion in England. , 

The first thing to which I wish to draw pointed attention is 
the fact that, unlike England, India is a debtor.country. Her 
total foreign liabilities, compiled by me in 1929, which amounted 
to nearly 1000 million sterling, are composed of the following 
items : 





£ Mn. 

Sterling debt and railway investments ‘ : ; , - 400 
Municipal and port trust borrowings . ‘ : : : 10 
Investment in companies registered in India. : : 100 
Investments in companies operating in India but registe red outside 200 
Investment in rupee securities. . . ; ; 150 
Other investments not comprised in the above. é : : 140 
£1,000 


Since then, on account of depression, the profit on commercial 
investments has in some cases been very substantially reduced, 
while in others it has altogether vanished. On the other hand, 
our sterling loans have increased from £400 millions to £430 
millions. But even if we make allowance for the reduced return 
on commercial investments, a substantial amount is required to 
be paid every year for our debt commitments. ‘To this should 
be added our other annual liability, called by the name of ‘‘ Home 
Charges,” which constitutes payments towards pension and 
other commitments in Great Britain. This amounts to nearly 
23 crores of rupees. (It is about 40 crores in all, but 17 crores 
represents interest which is already taken into account above.) 
I had estimated in 1929 that our annual liability thus comprised 
amounted to 103 crores, and in compiling this figure I did not 
take into consideration other items of non-visible imports, such 
as freight, insurance, etc. The question is: Will India ever be 


able to pay off her total debt, or will she even be able to redeem 
No. 167.—vo.. XLit. KK 
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her annual liabilities? Our visible balance of trade between 
1920 and 1930 stood as follows :— 


(In thousands of rupees.) 











Year. Excess Exports. Excess Imports. 

1920-21 . ; ; ; ~ 88,39,86 
1921-22 . ; ; : — 46,17,16 
1922-23 . ; : : 9,31,69 — 
1923-24 . ; : : 76,66,15 — 
1924-25 . ; : : 52,84,86 — 
1925-26 . ; : ‘ 99,16,24 — 
1926-27 . , ; ‘ 30,91,12 oa 
1927-28 . : : ; 36,98,06 — 
1928-29 . i . : 44,81,16 _— 
1929-30 . . . : 46,59,36 — 

Total : ; : 3,97,28,64 1,34,57,02 











From this it will be seen that on the average India has remitted 
just over 26 crores per annum against her total invisible imports, 
which at present exceed 100 crores per annum. The position 
was no better before the War. The result has been that our 
foreign debt has been mounting from year to year. In 1910 it 
was estimated at a figure of £365 millions, whereas it is now 
about £1000 millions. 

Before the War the tendency of the foreign merchant or 
investor in India was to re-invest a substantial portion of his 
earnings in India itself. After the War this tendency was sub- 
stantially changed. The investor, particularly after the War, 
has made endeavours to take his earnings out of the country; 
but except that such tendency, coupled with the fall in prices, 
has caused a great strain on the value of the rupee, the foreign 
investor has not materially succeeded in exporting capital abroad. 
The rupee, as a result of this two-fold strain—viz., export of capital 
and lower prices—fell in 1920 from 2s. to 1s. 3d. By means of 
severe contraction it was puffed up again to ls. 6d., and stabilised 
at that rate; but it was again found impossible to maintain it at 
this over-valued rate. High money rates, severe contraction, 
and constant borrowing by the Government at as high a rate 
as 8 per cent. had become a normal feature when the sterling 
exchange collapsed. The collapse in sterling was thus a God-sent 
opportunity to the Finance Member of the Government of India, 
and caused some relief to the sterling-rupee exchange. But 
the question how India is going to redeem her liabilities is as 
unsolved to-day as it ever was. 

One method to lighten her burden in this behalf might be for 
English merchants to settle themselves in India for all time and 
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make it their home, and thus convert the foreign debt into 
national wealth. India would undoubtedly welcome such a 
move on the part of British merchants. Such a position, apart 
from materially contributing to the Indian coffers, would con- 
siderably take away the force of the criticism often levelled against 
the British merchant, and with justification too, that he is a mere 
bird of passage. But I am afraid the Britisher will never look 
upon India as his own home. The idea of a hunting-ground 
from which in course of time he must retire will continue to be 
his cherished notion. 

The other method to reduce our foreign burden is to increase 
our exports. Condition precedent to this must be an increase 
in our productivity. But the question is: How to do it? - 

A second point worthy of consideration is the question of 
private debts. It has been estimated that the total debts of 
the agriculturists amount to 900 crores. This has been growing 
from year to year. The poverty of the Indian agriculturist is 
proverbial. Every year he makes both ends meet by borrowing. 
There are no reliable data about the income per capita of Indians, 
but having regard to the serious fall in prices, we can safely assume 
that it has been substantially reduced lately. The last figure, 
compiled in 1920, was Rs. 45 per capita. Since then prices have 
fallen to the extent of more than 50 per cent. This must have 
had a very serious effect on the income of every one, but in order 
to get a correct perspective of the condition of the masses one 
has to eliminate the income of the few rich and thus find out the 
income of real India, which constitutes 85 per cent. of the popu- 
lation. It can then alone be realised what a pitiable position the 
Indian agriculturist enjoys, or may I say, suffers from. 

The fall in sterling last September has given him no relief. 
Although the index figure is only slightly lower than what it 
was in September, prices in which the Indian agriculturist is 
largely interested have again fallen tremendously. The following 
table will give an idea :— 


























1 Oil Mustard; Raw 

Cereals. | Pulses. Tea. edie, Oil. Sein 
1931. September . tT 4 91 63 78 65 51 
October P Ta 91 68 88 64 62 
November . 76 96 75 80 65 60 
December .| 78 108 68 80 65 58 
1932. January ; 76 106 61 81 65 52 
February : 72 95 62 84 65 51 
March . 3 70 86 60 72 61 49 
April . ; 66 83 59 71 61 45 
May . : 66 87 57 72 57 42 
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Thus it will be seen that his position has actually grown worse. 
The result of this distress has been a large export of gold. The 
following table will give an idea how the parting with the 
“distress gold ” began long before the fall in sterling, and how 
it received an impetus on account of sterling depreciation :— 


Gold Exports and Sales to the Government Treasury in 1931-32 




















at Gold Tendered 
Month. Exports. to Treasury. 
April ae 
May Nil | 
June 64 Srore 
= 43 7 Crores 
August 29 | 
September 29 
October 9,05 
November 8,57 
December . 17,77 
January 9,27 
February . 7,57 
March 6,88 
60,77 7 Crores 

















The Indian agriculturist has been able to manage somehow 
so far. The sale of gold helped him in making both ends meet; 
but it is, after all, a passing phenomenon. At the most it must 
cease by the end of this year. The question is, What next? 
With no gold left for sale and with no rise in prices, and with his 
fixed charges, 7.e., land revenue and interest which have now 
become simply intolerable, how is he going to manage? The 
question may be tragically put, How is he going to live ? 

The third question is about our public finance. Political 
and economic influences are both working towards causing a gap 
between the income and expenditure of the Central and Pro- 
vincial Governments. There has been a deficit of 21 crores in 
the budgets of 1931-32. The law of diminishing return has 
begun to operate. Increased taxation therefore cannot bring in 
any more money. Money by loan seems to be equally impossible 
in India in its present disturbed political condition. The result 
of the last loan has been as follows : 


New Rupee Loan, 1932 


Cash : “ ‘ ‘ ; . Rs. 13,70 lakhs 
Treasury Bills . ‘ ‘ 1,81 
1932 Bonds : . j 3 : 3,72 





Rs. 19,23 lakhs 
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The cash contribution—at any rate a good portion of it— 
came from London. Thus new taxes and more borrowing 
should no longer be relied upon until conditions improve. What, 
then, is to be done? Retrenchment—drastic and ruthless— 
could be made. The retrenchment, however, cannot have an 
altogether unmixed effect. What is really required is judicious 
spending. The total expenditure should not be reduced. Re- 
trenchment in the Army and other unproductive departments 
and more expenditure in nation-building projects would be the 
more appropriate policy. The question, however, as to how the 
Government will balance its budgets is still unanswered. 

I do not want to appear in the rdéle of Jeremiah, but optimism 
should be intelligent, and not a blind faith. I see no automatic 
opening of a way out of the impasse. Some action has to be 
taken to get out of the present morass. International action is 
very good, but should India wait for international action ? 
England did not wait for America before she depreciated sterling. 
Japan has not waited. Is it necessary that India should wait ? 
Success at Lausanne introduced a wave of optimism which already 
seems to be on the wane. Decisions of very far-reaching effect 
have been taken at the Lausanne Conference, but no immediate 
recovery should be expected from it. Cheap money in England 
is another good factor in favour of world recovery, but we still 
have a 4 per cent. Bank rate in India, and I doubt if there is 
any chance of its going still lower. India gets uneasy at the glib 
remark often made that the position in India is much better 
compared with other countries in Central Europe. I have no 
personal experience of the countries in Central Europe, but I 
cannot conceive their suffering even one half of the distress at 
present suffered by the Indian peasants. Their debt is unbear- 
able, and over and above this we must export in order to redeem 
our external debts. Maintenance of excess export to us is not a 
craze, but a compulsory choice. 

What we require is reduction of our foreign debts, reduction 
of our internal debts, more money for education, sanitation and 
other nation-building schemes. India is a fertile country. Her 
people are industrious and simple in their habits. Why, then, 
should they not live more comfortably than at present? Much 
could be done to improve their lot, and it must be done. But 
shall we ever do it? And will the Pundits in Great Britain help 
us ? 


G. D. Brrua 
Calcutta. 
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DECREASING Costs: AN ADDENDUM 


I am grateful to Mr. R. G. D. Allen for his interesting note on 
Decreasing Costs,! in which he examined some questions I had con- 
sidered in an earlier article.2_ I do not wish to explore the whole 
ground, but only to advert to the one point at which Mr. Allen’s 
conclusions seem to be at variance with mine. The difference is, 
I think, apparent only and not real. 

Assuming conditions of competition to be perfect, but for 
the presence of marketing costs, Mr. Allen writes: “‘ Notice that 
costs [other than marketing] cannot decrease at all rapidly unless 
the rate of increase of marketing expenses is large.”” My con- 
clusion had been that non-marketing costs cannot decrease more 
rapidly than marketing costs increase. Mr. Allen’s use of the 
word “large ’’ leads me to suspect that he imagines there to be 
a difference where there is none, and his equation, in the form 
in which it is stated, does not seem to throw much light on the 
matter. 

Mr. Allen takes x as the total output of the industry, x; as 
that of a particular source of supply, a (= F;(ar)) as the average 


non-marketing cost per unit of the source and (=) as the 


total marketing costs of the source. He is able to arrive at the 
conclusion that in perfect competition the rate at which non- 
marketing costs may decrease is limited by the following 
condition : 





’ 1 {Ur 
— Fu) < = 4¢(§)- 
It is necessary to be clear what, in economic terms, these 
expressions stand for. — F’(2,) represents the rate at which 


average non-marketing costs per unit decrease, while 3¢ (2) 


represents the rate at which total marketing costs increase. If 
I may put the matter graphically, the two magnitudes, between 
which Mr. Allen has established a relation, are, one, the gradient 
of an average cost curve, and, the other, the gradient of an 
integral curve of total costs divided by the variable 2. From 
this relation it is difficult to glean anything without further 
elucidation. Mr. Allen’s statement that costs cannot decrease 
at all rapidly, unless the rate of increase of marketing expenses 
is large, remains, on this evidence, an ipse dixit. 


1 Economic JOURNAL, June 1932. 
2 Ibid., December 1931. 
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By a slight modification, however, of his third equation it is 
possible to reach a notable conclusion. Will Mr. Allen permit 
me to assume that average rather than total marketing costs 
are a function of <9 Call this function bo( =). Either as- 
sumption is arbitrary; both seem possible, but I submit that 
mine is the more probable; and mine yields in connection 
with Mr. Allen’s equations a definite result. (My assumption 
in the former article amounted to making marginal marketing 


costs a function of ae if we suppose the distribution of the 


source’s marketing expenses between the more inlying parts of 
its special area and the periphery to be constant, this would be 


, . x: 
the same as taking average costs as a function of >) 


Mr. Allen’s third equation may now be written : 


bfe(e—n we) =e 
or Tr + (=) = p — 2-F"' (x) — tri). 


Proceeding on the lines of Mr. Allen’s argument we infer that, 
since the price must not be less than the average cost of pro- 
duction plus the average marketing expenses, 


P Ur 
1.€. Pp K Wr -|- (=), 
then, if F’, is negative and yw’, positive, 
? 1 ey fe 
—— F' (xr) > ZY (=). 
F’ (vr) is the gradient of the non-marketing average cost curve 


and : b=) is the gradient of the marketing average cost curve. 


It follows that in the conditions postulated, the downward 
gradient of the non-marketing cost curve may be as great 
as, but must not be greater than, the upward gradient of the 
marketing cost curve. But this is actually the conclusion which 
I originally reached. Mr. Allen says that I attempted to “ ex- 
tract too much” from my over-simplified representation. May 
I not claim to have shown with the assistance of his admirable 
tools that I extracted from it, though without mathematical 
demonstration, precisely the conclusion which the conditions 
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justify? I should add that I regard this as but one among the 
many merits of Mr. Allen’s most illuminating note. 

To sum up, competitive equilibrium is consistent with the 
Law of Decreasing Costs, when individual firms are held in 
equilibrium in a given state of demand by being subject to 
marketing costs that increase, so long as that state prevails, at 
no less a rate than productive costs decrease. 

May I take this opportunity to correct an error which occurs 
in Fig. 1 in my original article, and which has been pointed out 
to me by Mrs. J. Robinson? The demand curve should touch, 
not intersect, the average total cost curve, and should lie below 
it. This error in the diagram does not affect the argument of 
the text. 


R. F. Harrop 
Christ Church, 


Oxford. 





Tue FrInancinc or Pusitic Works—A Norte 


In an article on The Financing of Public Works during Depres- 
sion, published in the last number of the JouRNAL, Professor 
Jems Warming refers ? to my estimates of “ secondary employ- 
ment ”’ for the case of Great Britain * and indicates their general 
agreement with his own figures, which he prepared some time 
ago for the case of Denmark. But Professor Warming is under 
the impression that I assume, for the purposes of my calculations, 
that any increase in a man’s income “is devoted to consumption 
in its entirety.” I do not know why he should have supposed 
this. My article is crammed with references to ‘“‘ the saving on 
the dole ” and to “ the increase in unspent profits,” and explicitly 
introduced into my formule is the quantity U, the amount of 
the dole, which forms a very important part of Professor Warm- 
ing’s “‘saving.” As regards increased saving by business men 
out of their profits, that of course has to be allowed for in 
estimating my n, the proportion of the increase in profits which 
is devoted to home-produced consumption-goods—home-produced 
as opposed to foreign-produced, but also, be it noted, consumption- 
goods as opposed to securities, etc. The result is that the agree- 
ment of my figures with those of Professor Warming—while less 
remarkable, if I may say so, than it must have appeared to 
Professor Warming—is far more satisfying. What Professor 

1 Economic JouRNAL, December 1931. 


2 Ibid., June 1932, p. 214. 
3 Ibid., June 1931, p. 186. 
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Warming has done (loc. cit., p. 218) is to take the first row of my 
table of figures (loc. cit., p. 186), which I only inserted in order 
to indicate the extreme upper limit of the possible range of values, 
and to suggest that the resultant figure for k ought to be reduced 
“on account of saving ” from 50 to 40 per cent., corresponding 
to a reduction of the ratio of secondary to primary employment 
from 1 to 2. But my actual conjecture, for what it is worth, is 
that ‘‘ if we were to suppose that in actual fact the ratio is 3, we 
might be erring in the direction of under-statement ” (loc. cit., 
p. 186). Professor Warming’s estimate is % (Joc. cit., p. 218), but 
he admits (loc. cit., p. 217) that this is for the case of ‘‘ captured 
work,” where the ratio may be expected to be smaller than for 
that of new investment. In any case, the agreement is so close 
that even if I had been discussing the same country as Professor 
Warming, and the same situation, I should feel that I had not 
missed the mark by a gap sufficiently wide to suggest that we 
had not both been working on the same general basis. _ 

But on another point of great practical importance I should 
like to raise a question. Professor Warming has calculated that 
“in a given situation here in Denmark . . . six times as much 
money was wanted to create work rather than to give relief ” 
(loc. cit., p. 218). My own, supposedly conservative, estimate 
for Great Britain was (loc. cit., p. 192) that “ the saving to the 
Unemployment Insurance Fund will be . . . half the total cost.” 
Professor Warming does not supply the basis of his calculation, 
and it is therefore impossible for me to ascertain whether my 
own estimate is wrong or whether Professor Warming has made 
a slip or whether the enormous difference between us arises out 
of a dissimilarity between the conditions of Denmark and those 
of Great Britain—in which case our agreement in regard to 
secondary employment can be regarded as nothing more than a 
most extraordinary coincidence. 

Although it may not arise directly out of Professor Warming’s 
article, perhaps I may be allowed to point out that my quan- 
titative estimates were based on the assumption that an altera- 
tion in the cost of supporting the unemployed would have no 
appreciable effect on the level of taxation, but would accrue 
entirely in favour of the Sinking Fund or of the deficit of the 
Unemployment Insurance Fund. This assumption was a fairly 
reasonable one at the time when I wrote my article, but it is far 
less reasonable under the conditions of financial austerity which 
prevail to-day. However, as I pointed out at the time (loc. cit., 
p- 176), “any reduction of taxation that occurs . . . adds an a 
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fortiort force to the argument”: the ratio of secondary to 
primary employment is likely to be greater now than it was last 
year, and the effect of cutting down programmes of public works 
is correspondingly more serious.} 

There is another aspect of Professor Warming’s article to 
which I should like to refer. When people’s incomes are increased, 
the amount that they save will increase. It is this extra saving 
which Professor Warming shows to be “‘ the real source of invest- 
ment ”’ (loc. cit., p. 214): ‘‘ the secondary employment must 
continue until the total created income causes so much saving 
that the original investment can be paid” (loc. cit., p. 216). 
But Professor Warming goes on to say that “if we start with 
greater investment than the expected saving from all unemployed 
factors, inflation not equilibrium will result.” And again: “ If 
[the banks] dispose of more than the latent saving we get infla- 
tion.”” Professor Warming seems to forget that his increased 
saving may come about just as well through a rise in prices 
(bringing increased profits) as through an increased use of unem- 
ployed factors; and that it is impossible to say a priori how 
much of it will accrue by the one way (of “ inflation ” ?) and how 
much by the more desirable route of increased employment. As 
I was anxious to emphasise in my article, ‘ the whole question 
ultimately turns on the nature of the supply curve of consump- 
tion-goods ”’ (loc. cit., p. 182). 

Not only does the equality of Professor Warming’s increase 
in saving with the increase in investment fail to insure him 
against ‘inflation,’ but it is an equality that under all circum- 
stances, no matter how drastic, is always maintained. For Pro- 
fessor Warming is not using saving in the sense in which Mr. 
Keynes employs the word in his T'reatise, but in the ordinary 
sense of the aggregate of the excess of individuals’ receipts over 
their expenditure on consumption. But in this simple-minded 
sense of the term, savings are always and necessarily equal to 
investment: that is a mere truism, which emerges at once, as 
Mr. Keynes has demonstrated,? from the simple-minded definition 
of savings. Whatever the level of investment, funds are always 
available to pay for it. That is what I tried to demonstrate 
with the aid of Mr. Meade’s relation (loc. cit., p. 189). And that 


1 It is of extreme importance—though completely irrelevant to the purpose 
of this note—to notice that the present position of our foreign exchanges con- 
verts the objection to public works which I discussed on p. 196 of my article into a 
positive argument in their favour. 

2 Economic JournatL, Sept. 1931, p. 422; see also Economica, Nov. 1931, 
p- 393. 
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is what Professor Warming is saying in his article. But the 
statement is universally true, and there is no breakdown, of the 
kind contemplated by Professor Warming, when the level of 
investment reaches a certain point. On the other hand, there is 
nothing in the statement to tell us how far any increase in 
investment will be paid for out of funds secured through an 
increase in output and how far out of funds emerging through a 
rise in prices. If we are interested in the question of prices and 
profits, it is necessary to study the supply curve, about which 
Professor Warming has nothing to say. 

But these are points of detail, which do not affect the main 
tenour of Professor Warming’s discussion or his convincing 
demonstration that ‘“‘ the international division of labour. . . 
becomes an important cause of depression ”’ and that the absence 
of international co-operation is preventing countries from adopt- 
ing a policy that would be of great benefit to the world as a 


whole. 
R. F. Kaun 


King’s College, 
Cambridge. 





An Economic Fatuacy : 
THe DousLEe TAXATION OF SAVINGS 


Tue theory of income taxation has long wrestled with the 
perplexing notion that to tax savings and also their fruits is a 
form of ‘double taxation.” The practical implications of this 
doctrine have not been neglected : it is not too much to say that 
the greater part of its theoretical importance and interest to 
economists is derived from these practical applications. But 
time has narrowed the battle-field and limited it to a disputed 
point of abstract theory. Economic policy has cut the Gordian 
knot of the dispute by proceeding to tax income without special 
treatment of savings. Nevertheless, it may help if the fallacy— 
for such it is—that double taxation exists can be excised once for 
all from the conventional doctrine. It may then be possible for 
economic policy to advance another degree beyond the accepted 
field of economic theory. 

We owe to Professor Pigou so frank and open a statement of 
the idea of double taxation of savings and income that the resolu- 
tion of the difficulty is an easy task. That idea, it is now clear, 
arises out of a confusion of terms. In his Study in Public Finance 
(p. 136 n.), Professor Pigou has set forth the doctrine of double 
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taxation in this succinct statement : ‘‘ The saved part of income 

. is taxed on its fruits and the spent part is not taxed at all.” 
This, of course, refers to subsequent taxation after the initial levy. 
But, it must be clear that the key phrase, “the saved part of 
income is taxed on its fruits,” in this statement is simply a round- 
about and somewhat medievalistic form of words to express the 
unquestioned fact that the fruits of the saved part of income are 
taxed. That is all it comes to. Thus “ the saved part of income 
is taxed on its fruits’ = “‘ the fruits of the saved part are taxed.” 
For after the initial levy, it is obvious that the saved part is not 
itself again taxed as income. And why should the “ fruits ” not 
be taxed? There is no good reason unless we wish to give a 
special inducement to savers by this exemption; and there is no 
good reason for that. By this mode of expression, however, 
the primitive idea, not itself any too clean-cut in its logic, of a 
“double ”’ taxation of savings and income in the sense of taxing 
both, was illegitimately turned into the notion of a ‘“ double” 
taxation of savings through income. 

The confusion over terms was further reinforced by an arith- 
metical obscurity involved in the “ discount of future income.” 
A newly-levied income tax—or, in general, a change in the income 
tax, whether the earlier rate were zero or some positive percentage 
—introduces a differential into various modes of disposing of a 
person’s income, i.e. by lending and spending it, relative to the 
earlier regime. But, by a curious ratiocination, it was assumed 
that this differential existed between lending and spending under 
the new regime. This idea is fallacious. It confounds a matter of 
time-series or historical variation—i.e. lending-and-spending in 
one period compared with lending-and-spending in a second—and 
one of cross-cut or contemporal variation—.e. lending and spend- 
ing compared relatively to one another in a single period. Or we 
might say that the former may represent either two different time- 
periods, or two actual or hypothetical situations involving different 
rates of income taxation. 

This is the true comparison. It is only when the problem is 
considered in this light that we may say a differential exists. 
But this is entirely different from saying that there is a differential 
between lending and spending at any time. The latter differential 
does not exist. Surely an ordinary consideration of human be- 
haviour, in disposing of one’s current income through alternative 
channels of lending and spending, made in the light of marginal 
analysis, will justify this conclusion. Of course, the presence of 
a tax is apt to affect the desirability and the profit of saving. 
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But this is another matter. Its conditioning influence on the 
volume of savings (or, of “ the saved part of income ”’) does not 
in any way support the false conclusion that the savings are being 
taxed a second time. Given definite conditions of taxation, the 
individual may make his choice. While the presence of an income 
tax may or may not be a “ burden on” saving—or perhaps only 
on the saver—it is plain illogic to suggest that for this reason it 
is in any quantitative sense a “ tax on ” saving through its fruits. 

Consequently the second term which Professor Pigou finds 
room for in the formula of the “ effective rate of tax on saved 
income ”’ (p. 136) ought rather to be included as a deduction by 
the investor in computing his “‘ net rate of tax-free return ”’ on 
investment; this is the fair and realistic interpretation; not as 
an addition to the tax rate. Other ways of looking at the formula 
lead to the same conclusion. For example, one might say that 
what he has done, in effect, has been to “ capitalise-’ future 
income-tax payments on the fruits of saving and to subtract 
the “‘ present value”’ thus computed from current income (the 
normal process of “‘ capitalising ” a tax would treat it, instead, 
as reacting on the demand price of investment). This is a less 
realistic interpretation than the other, but still intelligible. Thus 
a portion of current savings is earmarked to finance future tax 
payments; its amount is called a “‘ secondary tax’; and the net 
return after taxation on this imaginarily segregated investment 
is just sufficient to pay the income tax on the rest. In order, 
that is, that the rest shall be tax-exempt, a further book-keeping 
deduction is made from current income to prepare for the tax- 
collector’s future charges. This is really assuming that the 
fruits of saving ought to be tax-free. I have the impression that 
this was the very proposition requiring to be proved. 

It is then clear that Professor Pigou’s arithmetical example 
(p. 136) is not really a comparison of the “investment use of 
income ” with the consumption use—.e. lending versus spending 
—but of the effect of changing the tax rate from zero to fifty per 
cent. on the profitability of saving. This change is made under 
certain assumed conditions which need not be specified here. 
Thus it comes strictly under the head of a comparison of lending- 
and-spending in one tax-rate structure or under one regime, with 
lending-and-spending in another, as already defined. Or perhaps 
it is more accurate to say that it suggests the result of a change 
from one tax structure or regime to another. Whatever discrim- 
ination exists arises solely in this process of change and not in 
the stable state. 
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With these corrections made, the idea that ‘‘ double taxation 
of savings ” exists in taxing both savings and their fruits is seen 
to be groundless. 

DonaLp WEAVER 
The Brookings Institution, 
Washington, D.C. 





OFFICIAL PAPERS 


Report of the Low-Grade Ore Commission. Government Printer, 
Pretoria. 1932. Pp. 128. 


THis Commission was appointed in August 1930 for the 
purpose of “inquiring into the mining of low-grade ore on the 
Witwatersrand and matters connected therewith.” Countless 
Commissions have inquired into one or other aspect of the 
Witwatersrand Gold-mining Industry, and have in vain made 
recommendations which would lead to an extension of the life of 
the industry. This Commission was a convenient method of again 
postponing action by the Government to meet the insistent 
demands of the industry. 

The Final Report of the Commission deals with matters of 
very great importance. It has long been known on the Wit- 
watersrand that the life of the mines could be considerably 
extended if the artificial burdens to which they are subjected 
were removed. The official estimates of the future life of the 
field as a whole, and the forecasts concerning the Witwatersrand 
which have been used in investigations into the future world 
supplies of gold by the Gold Delegation of the Financial Com- 
mittee and by others, do not take into account the possibility of 
the removal of these burdens, or of a reduction of working costs 
by other means. This Commission has for the first time officially 
placed on record what it considers would be the effect of removing 
these economic disadvantages, of bringing about a greater elasticity 
in wages on the gold mines, and of reducing costs. 

Any reduction in the working costs of the gold mines automatic- 
ally brings into the payable zone large quantities of ore which at 
present costs have to remain unexploited. The Commission 
records that :— 

(a) the total tonnage to be milled by the thirty-four 
mines existing in 1931 was estimated at 335,000,000 tons 


under existing conditions of costs. 
(b) A reduction of two shillings per ton milled in working 
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costs and yield will probably result in the milling of an 
additional 112,000,000 tons, equivalent to an increase of 
33 per cent. in the total tonnage to be milled, and therefore 
in the average life. 

(c) A reduction of four shillings per ton milled in working 
costs and yield will probably result in the milling of an 
additional 243,000,000 tons beyond the 335,000,000 to be 
milled under existing conditions, equivalent to an increase of 
72 per cent. in the total tonnage to be milled, and therefore 
in the average life. 


The Commission regards these estimates as without any doubt 
conservative, and it gives various technical reasons for the 
conclusion that the decrease in costs mentioned under (b) would 
lead to an increase in the future average life not of 33 per cent. 
but of at least 50 per cent., and that the decrease of costs men- 
tioned under (c) would lead to an average increase in the future 
average life not of 72 per cent. but of at least 100 per cent. The 
Commission, however, was not able to reach agreement as to the 
means by which this reduction of costs was to be brought about. 
Although two of the Commissioners contended that a prima facie 
case for a reduction of wages had been established, and that a 
reduction of 10 per cent., followed by similar reductions through- 
out the Union, would reduce existing mine working costs by at 
least 1s. 4d. per ton milled, agreement could not be reached on 
this matter, it being contended by the Commissioner representing 
the Trade Unions, and by the Chairman, that at the present time 
“no steps should be taken which might prevent the smooth 
running of the industry which, without any doubt, is at present 
carrying the whole country.” 

The Commission agreed that, in the interests of the gold- 
mining industry, “a halt be called in the granting of additional 
protection,” but again they could not agree “ as to the real effect 
of the tariff policy on the working of low-grade ore.” They found 
that “‘ the railway rates on the stores and materials necessary for 
the working of the gold-mining industry are very high and have 
a prejudicial effect upon the mining of low-grade ore,’ but could 
only agree to suggest that a Commission be appointed to investi- 
gate the whole railway policy of the Union. They found also that 
‘the campensation paid to the miners’ phthisis sufferer and his 
dependents is on an unprecedented scale and in excess of that 
provided by other laws for industrial accidents or diseases, either 
in the Union or in any other country.” Further, the Com- 
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missioners, with the exception of the Trade Union representative, 
are “definitely of opinion that some operations underground at 
present reserved for the white man could be carried out by specially 
trained{natives, without detriment to safety and health,” and they 
make the important recommendation that the ‘‘ Mines and Works 
Regulations,” the notorious “‘Colour Bar Act,” should be amended 
to make this possible. Moreover, they condemn the fixing of 
any ratio between white and native employees. 

Many other important facts concerning the working of the 
industry are contained in the Report, not the least important of 
which is the analysis of the great importance of the industry to 
the Union. The disagreement of the Commissioners on many 
vital matters of policy does not vitiate its value as an exposure of 
the factors which are retarding the lengthening of the life of the 
industry, and preventing the Union from reaping the enormous 
benefits that would accrue to it if only ignorant political inter- 
ferences and prejudices could be overcome. At present, however, 
there are few signs that this or any other report will bring about 
these long-needed reforms. S. HerBert FRANKEL 

University of the Witwatersrand, 
Johannesburg. 





Report of the Native Economic Commission. Government Printer, 
Pretoria. U.G. 22. 1932. Pp. 350. 


For years impartial observers of South African affairs have 
drawn attention to the alarming signs of economic deterioration 
in the Native reserves of the Union, and to the effect on the 
European standard of life of continuing the attempt to develop 
the resources of the Union on the basis of what is in effect largely 
serf labour. Two years ago the Native Economic Commission 
was appointed to investigate Native urban and rural economic 
conditions, the effect of Native migration to the towns, and the 
means by which it could be arrested. 

The Report now issued by the Commission is a document, the 
importance of which, as an official record of certain appalling 
conditions in the Union, cannot be exaggerated. The Com- 
missioners have not attempted to gloss over the facts of the 
Union economy which were brought to their attention, and the 
Report contains valuable information, often in very great detail, 
on almost every aspect of Native affairs. When, however, one 
examines the recommendations of the Commission, one is forced 
to the conclusion that once again official investigators have shirked 
the full analysis and implications of the facts. 
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The Commission found that the policy of the past, under which 
the development of Native reserves has in every way been neg- 
lected by the European Governments, and whereby practically 
nothing has been done to educate the Native, to increase his 
productivity, or to change his outlook, has led to “a state of 
affairs in which, with the exception of a few favoured parts, the 
Native area can be distinguished at sight by its bareness,”’ and 
which “ unless soon remedied will within one, or at the outside 
two, decades, create in the Union an appalling problem of Native 
poverty.” The Commission shows that in certain parts of the 
Ciskei, “‘ desert conditions have, in twenty years, been created 
where once good grazing existed,” and that, unless precautionary 
measures are taken, the same causes will produce the same effects 
in the reserves of the rest of the Union. As a result there will be 
a continuance of the vast migration of able-bodied Natives to 
European areas, in order to find work at almost any wage_they can 
pick up, partly in order to obtain money to pay the urgent needs 
of their dependents in the reserves, partly merely to keep them- 
selves alone from starvation. Already this migration, coupled, 
as it is, with a similar large movement of Poor Whites from 
European farms, is throwing upon urban communities burdens 
which there can be no doubt they will not be able long to bear. 

It is all very well to recommend, as the Commission does, that 
the cure lies “in a wise, courageous, forward policy of the develop- 
ment of the reserves.’’ But how is this to be brought about ? 
The Commission partly recommends, and partly implies, that the 
present economic restrictions on the Native are to continue. If 
he is not to be allowed to purchase land except in the over-crowded 
reserves; if no adequate system of land tenure is provided; if 
he is not to be permitted to obtain a place in the urban areas 
other than as a hewer of wood and a drawer of water, at wages 
which the facts show are, as a rule, insufficient for the support, at 
a minimum standard of health, of himself, his wife and two 
children; if on the farms his wages are still to be paid largely in 
kind, and his labour, and that of his family, is to continue to be 
wasted as at present, where is the capital for the uplifting process 
in the reserves to be obtained? Can a European Democracy that 
has so far not been able to face the necessity of providing adequate 
additional land for the Native peoples, be expected to tax itself 
for the provision of capital resources for them ? 

Throughout the Report the Commissioners have failed to face 
the basic fact that unless there is real cause to anticipate the 


possibility of vast collective or State schemes of development, it is 
No. 167.—vVoL. XLII. LL 
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essential to throw open the South African Economy to the less 
restricted play of individual initiative, irrespective of race or 
colour, and to bring about a greater mobility of economic resources. 
The many reservations by two of the Commissioners go some way 
towards grappling with fundamental problems. On the whole, 
however, the Report leaves problems, which it was so long hoped 
such a Commission would analyse fearlessly, very much where 
they were before. S. HERBERT FRANKEL 
University of the Witwatersrand, 
Johannesburg. 





The Coal Problem. Report of the Economic Committee to the 
Council of the League of Nations. (London: Allen and 
Unwin. Pp. 55. 1s. 6d.) 


At the time of the previous Report of 1929, the situation of 
the coal industry seemed to be improving, and it was hoped that 
the crisis would be remedied by spontaneous efforts of self-defence. 
But the increasing discrepancy between production and con- 
sumption since that time has led to this resumption of the inquiry. 
The conclusions now reached are affected also by the steps which 
have been taken in the interval, especially in Britain, to organise 
the industry. There is therefore a greater opportunity for the 
consideration of international agreements on marketing arrange- 
ments, to which national organisation is a necessary preliminary. 
In the view of the Committee, the time has now come to take up 
active negotiations. The Report shows how various national 
policies of restriction are separately in force, and what tentative 
schemes have existed for a more general settlement, notably the 
London Conference of 1931. Any further negotiations or agree- 
ments must be initiated and concluded by those who have to 
bear direct responsibility for them, and not by the League. ‘The 
function of the League will be to make the necessary contacts 
and to maintain supervision. The Report contains a concise 
and interesting study of the relative changes in production and 
consumption in the European market. 


Report of the Gold Delegation of the Financial Committee of the 
League of Nations. (Geneva, 1932. London: Allen and 
Unwin. Pp. 83. 2s. 6d.) 


THE Gold Delegation has now finished its work, and this 
Report is thrown into the pool of current monetary controversy. 
The main Report is signed by all the members except Professor 
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Cassel, but besides his strong dissent from its general tenor three 
members record their objection to findings of historical fact or 
interpretation and to the proposed method of adapting monetary 
policy to the price level. These are Messrs. Jannsen, Mant and 
Strakosch. None holds the view that any country or group 
ought finally to discard gold as an aim of policy. But the tenor 
of the main Report is that, as gold has not failed on its merits, 
and is more practicable than any alternative in the present con- 
ditions of knowledge and confidence, and can be improved by 
various measures, we should at once set on foot the policy of 
restoring it. The future administration should aim at what is 
somewhat vaguely called a relative stability of wholesale prices, 
but not so as to prevent long trends due to improvements. The 
three objecting members hold that a longer preparation is required 
if an international gold standard is at some time to be possible 
again. The gold and non-gold groups should each endeavour 
meantime to raise, and obtain stabilisation of, their prices. Then 
we shall see. Professor Cassel holds that the return to gold is 
for some countries and for such a time so problematical that their 
best course is to prepare the means of doing without it. With 
these differences, there is general agreement on such immediate 
questions as the combination of war debts, tariff restrictions, 
and the “rules of the game.’ The theoretical parts of the 
Report show again that issues of monetary policy initiated by 


recent academic thought have reached the forum. 
D. H. M. 





CuRRENT Topics 


The Annual Meeting of the Society was held at the London 
School of Economics on May 26 last, as recorded at the commence- 
ment of this issue of the JourNAL. Prof. J. R. Bellerby and 
Mr. C. R. Fay were added to the Council as new members. There 
were at the end of last year 4,323 Fellows and Library Members of 
the Society, of whom 818 were compounders, as compared with a 
membership of 4,007 at the end of the previous year and 694 in 
1914, 

Prof. Cannan in reviewing Dr. Eisler’s Money Maze in our 
March number suggested that Sir Josiah Stamp had been too good- 
natured in writing a preface which seemed to have no relation to 


the book. He now asks us to say that he has since ascertained 
LL2 
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that the so-called ‘‘ Preface ”’ is taken from the Spectator of Nov. 3, 
1920, and was reprinted in Dr. Eisler’s book without Sir Josiah 
Stamp’s permission or knowledge that it was likely to be given 
without proper reference. 





The following appointments have been made at the London 
School of Economics :— 

F, A. van Hayek, Dr.(Jur.), Dr.Sc.Pol., Tooke Professor of 
Economic Science and Statistics as from Aug. 1931. N. Kaldor, 
B.Sc. (Econ.), Assistant in Economics as from Aug. 1, 1932. 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 

Vol. XCV, Part II. Official Statistical Publications : a discussion. M. 
GREENWOOD and others. Wholesale Prices in 1931. The Editor 
of the Statist. Mathematical Statistical Analysis of Economic 
Data: a discussion on the paper presented by the Industrial 
Institute. G. U. Yun, J. H. Jongs, and others. 


Economica. 

May, 1932. The Political Aspect of Discrimination in International 
Economic Relations. Part II. 8. H. Bamgy. A Case against 
Technical Progress. N. Katpor. The Foundations of a Mathe- 
matical Theory of Exchange. R.G.D. ALLEN. The Great German 
Inflation. LL. Misks. : i 

Economic History Review. 

Aprit, 1932. The Teaching of Economic History in Universities. 
J.pDEL. Mann. (Ed.). Masons and Apprenticeship in Medieval 
England. D. Knoop and G. P. Jones. The Accounts of an 
Eighteenth-century Merchant. L. 8S. SUTHERLAND. 


International Labour Review. 


May, 1932. Toward the Establishment of a Factory Inspectorate in China. 
L. Pénze. Employers’ Associations in the United States. M. W. 
ALEXANDER. Socialist Towns ; Housing Policy in the U.S.S.R. 
G. M&quet. Farm Labour Research in the United States. J. C. 
Fotsom. Statistics of Movements in the General Level of Wages. 


This number contains a brief memoir of M. ALBERT THOMAS. 


JUNE, 1932. Latin America and the International Labour Conference. 
J. P. Ramos. Education and Relative Wage Rates. A. G. B. 
FisHer. Agricultural Wages in Australia. D. B. CopLAND and 
O. pER. Fornanper. The Purchasing Power and the Consumption 
of Belgian Workers at Different Periods. M. GoTTSCHALK. 


The Manchester School. 


Vol. III, No. 1. The Objective Basis of Economics. G. W. DANIELS. 
Municipal Finance. 8. D.Stmon. High Wages and International 
Prices. B.P. ADARKAR. Employment of Juveniles in Lancashire. 
A. Wintersottom. Purchase and Payment in the Export Trade. 
L. F. Benrens. A Cursory Glance at Exchange Regulations. F. 
Mason. 

Indian Journal of Economics. 

Aprin, 1932. England’s Debt to Indian Handicrafts. P. J. THomas. 
Some Aspects of Rural Credit. H.L. Coasuant. The Nature and 
Intensity of Demand. J. K. Menta. Rent in Relation to Price. 


K. B. Sawa. 
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Review of Economic Statistics (Harvard). 


May, 1932. General Economic Conditions: Indexes and Selected 
Statistical Data (Editorial). The Construction Industry in 1932. 
W.C.CiarK. Revision of the Index of General Business Conditions. 
E. FrickEy. Review of the First Quarter of the Year. 


Quarterly Journal of Economics. 


May, 1932. Highway Policy on a Commercial Basis. S. PEetrerson. 
Foreign Investment and the Terms of Trade. C. K. WHITTLESEY. 
A Comparison of the Rates of Earning of Large-scale and Small- 
scale Industries. H. B. Summers. Some Neglected Aspects of 
Gresham’s Law. F. W. Ferrer. The Mobility of Capital. L. 
SELTzER. Member Bank Indebtedness and Net Demand Deposits 
in the Federal Reserve System. L. CuRRIE. 


Journal of Political Economy. 


ApriL, 1932. The Psychological Foundation of the Law of Demand. U. 
Ricct. The Application of Quantitative Method to Economic 
History. A. P. UsHer. With reference to Dr. Clapham’s study. 
The Unemployment Problem in Australia. E.R. Waker. Early 
Industrial Preferred Stocks in the United States. G. H. Evans. 
The Fondaco dei Tedeschi : the medium of Venetian-German trade. 
J. W. Horrman. Capital Production and Consumer-taking. R. 
FRISCH. 

JuNE, 1932. The Relation between the Velocity of Circulation of Money 
and the “* Velocity of Circulation of Goods.” A.W. Marcrt. The 
Canadian Monetary Situation. C. A. Curtis. Taxation of Land 
Values in Canada. C. M. DustuER. Two Notes on the Federal 
Reserve System. K. R. Bopp. 


Annals of the American Academy of Political and Social Science. 


May, 1932. Modern Insurance Developments. By various writers. 
Edited by 8. 8. HUEBNER. 


American Economic Review. 

JUNE, 1932. Significance of Stock Exchange Boom. L.M.FRaser. Land, 
Capital, and Opportunity Cost. R.W. Souter. Credit for Export 
of Automobiles. F. M. ta Bastriue. Incidence of Real Estate 
Taxes. H.D.Smmeson. Exchange and Price Stabilisation. C. 
Wuitney. Dismissal Legislation. G.T. SCHWENNING. 


Wheat Studies. 


(Food Research Institute, Stanford) 


JuLY, 1932. The World Wheat Problem. Persisting surplus characterises 
the problem. For four years world wheat stocks have been exces- 
sive by 200 or 300 million bushels or more. The bumper crop of 
1928 was originally responsible. Deepening economic depression, 
government policies contracting consumption and stimulating 
production, and Russian exports have aggravated the problem. 


Avaust, 1932. Projected Waterways in North America as Related to 
Export of Wheat. 


Skandinaviska Kreditaktiebolaget. 
May, 1932. Silver and Gold. G. CASSEL, 
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Index (Stockholm). 


June, 1932. The World’s Staples. XIII. Zinc. W. RB. INGALLs. 
Juuy, 1932. The World’s Staples. XIV. Wood Pulp. T. LUNDGREN. 


Revue d’ Economie Politique. 


Marcu, 1932. Le mécanisme de Vétalon-or a-t-il été faussé? C. Rist. 
La crise de V’étalon de change-or. F.Muynarsxi. Le contréle des 
devises et le maintien nominal de Vétalon-or. F. JenNy. Les 
perspectives d’avenir de la livre sterling, W. T. Layton. La 
nouvelle politique américaine de crédit en fonction du maintien de 
Vétalon-or. J. H. Roaesrs. Les monnaies scandinaves et leur 
détachement de Vor. K. Kock. Le florin hollandais et l’étalon-or. 
P. G. Martin. La crise monétaire de ’ Europe centrale. 


Journal des Economistes. 


May, 1932. Les Bons de la défense nationale. P. CAUBOUE. 
JuNE, 1932. La vraie figure du Socialisme. EK. Payen. L’étalon-or, 
les prix et la spéculation. M.Carsow. 


Weltwirtschaftliches Archiv. 


JuLy, 1932. Ungeldste Probleme der gegenwdrtigen Krisis. B. OHLIN. 
The general problem of the misdirection of investment, above all 
during the boom of 1927-29, is discussed, whereupon the import- 
ance of structural maladjustments for the course of the present 
depression is analysed. The author then turns to a criticism of 
Hayek’s recommendations of cost reductions and increased savings 
as remedies for the depression and to some observations on the 
“ under-investment theory,” which he finds sound but over- 
simplified. Lastly, the “stickiness” of prices and wages is 
analysed; the tentative conclusion is reached that certain forms 
of price fixity diminish the effects on the whole price system of 
deflationary tendencies. 

Die Welthandelsentwicklung und das Problem der deutschen Ausfuhr- 
politik. The article gives some of the results of the researches of 
the Institut fiir Weltwirtschaft und Seeverkehr which have just been 
published with the title, ‘“ German foreign trade under the influence 
of world economic developments.” The driving forces which have 
caused the growth of world trade since the war are described; in 
the first place the changes in the industrial population’s demand for 
food-stuffs, and then the increase in the demand for industrial raw 
materials which is caused by the development of industry and 
transport. On the other side are treated the opposing forces, the 
attempt to make countries self-sufficient in regard to agricultural 
products, rationalisation in the use of power materials, and 
protectionist restriction of trade between industrial countries. 
These tendencies and opposing forces caused, up to the crisis, an 
absolute growth of foreign trade although there was a decrease in 
the proportion of foreign trade to internal production. 

They were also more favourable to the growth of trade between 
industrial countries on the one side and agricultural countries on 
the other than to trade between industrial countries. They led to 
a shifting of the centre of gravity (in regard to trade and production) 
towards the United States and other overseas countries. It is 
shown, however, that these developments do not mean a demoli- 
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tion of world trade and world specialisation of industries, and that 
even the crisis effects on trade represent a functional disturbance 
and not a dissolution of the world economy. 

This study of the developments since the pre-war period is 
made the basis of an examination of the possible future develop- 
ments of world trade, in the course of which it is shown that the 
sales possibilities in the raw-material producing countries are 
least exposed to danger in the long run. The possibilities of the 
organisation of greater economic units is tested and special 
attention given to the hitherto observable tendency towards 
economic disintegration in the British Empire and the tendency 
towards stronger integration of France with its colonies. In 
conclusion it is shown that Germany’s industrial structure and 
world economic developments together indicate a goal for Ger- 
many’s foreign trade policy, not a one-sided development in 
definite markets (e.g. South-East Europe), but the obtaining of 
unhindered sales possibilities in all markets, and especially in the 
raw-material producing countries. 

Kapitalaufzehrung. F. A. von Hayex. The article analyses the 
process by which a rise of money costs and therefore incomes 
relatively to the current output of consumers’ goods will lead to 
depreciation and consequent non-renewal of part of the real 
capital. The existence of great unused plant-capacity and of 
unemployment may, therefore, be the effect of an excessive 
demand for consumers’ goods. Similar effects are produced when 
the consumption of capital is caused by a direct transfer of capital 
to consumptive purposes as, e.g. by a capital levy, death duties or 
similar forms of state intervention. The article discusses further 
in some detail the symptoms which must be expected to appear 
where a process of capital-consumption proceeds, and concludes 
with some considerations on the effects of the existing political 
systems on economic policy. 

Die Krisis in Australien 1929-1932. E.R. Waker. Three factors 
determine the violence of the effects upon Australia of the world 
crisis. (1) The nature of her relationships with other countries. 
(2) The internal situation when the crisis appeared. (3) The 
difficulty of making appropriate adjustments to minimise internal 
repercussions. The resultant disturbance is threefold: in the 
balance of payments, in the public finances and in industrial 
activity. Wages, the tariff, and monetary policy are discussed. 
The emergency measures adopted have been more successful with 
regard to the balance of payments than to the internal situation or 
the public finances. 

Das sogennante Gesetz der abnehmenden Aussenhandelsbedeutung. M. 
Victor. The present German views on the diminishing significance 
of the volume of world trade are discussed theoretically and 
statistically. Die Weltwirtschaftskrisis. F.STERNBERG. Not only 
the present crisis but also the preceding conjuncture differ from 
earlier instances. The distinguishing factor is the smaller possi- 
bility of imperialist expansion and of the exploitation of new 
markets. The crisis is sharpened by the policies of monopolies. 
Bevolkerung und Arbeitsmarkt. P. MomBert. A discussion of the 
conditions in which unemployment can be referred to over-popula- 
tion, with some consideration of the increased employment of 
women. 
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Schmollers Jahrbuch. 


Aprin, 1932. Ueberbau und Unterbau, Theorie und Praxis. E. 
RorHacker. Die Deutungen der Sozialpolitik. K. Pripram. 
Zur Lage der Sowjetwirtschaft. Teil I: Gewerbe und Landwirt- 
schaft. P. BerKenKopr. Gedanken zur Einfiihrung einer ersten 
Kammer. E. List. 


Zeitschrift fiir Nationalokonomie. 


May, 1932. Die Wirkungen von Verdnderungen der Kaufkraft des 
Geldes auf das Wirtschaftsleben. C. A. VERRIJN STUART. 
Kritische Bemerkungen zur wissenschaftlichen Grundlage der 
Ausbeutungslehre. J. EtNARSEN. Grundlagen einer reinen Kosten- 
theorie: Teil II. H. VON STACKELBERG. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 


May, 1932. Knut Wicksells Auffassung der Entwicklung des Preis- 
niveaus und die Krise der schwedischen Wdahrung. KE. SOMMARIN. 
Internationale Konjunkturabhangigkeit und Autarkie. E. D6OBLIN. 
Die Liquiditatsstérungen und die Krise des deutschen Bankwesens. 
G. BernuarpD. Berichtigte Schitzungen zum Aufsatz “ Substanz- 
verluste.” J. MARSOHAK. 

JUNE, 1932. Grossenordnungen des deutschen Geldsystems. J. Mar- 
SCHAK and W. LepERER. Der Zusammenbruch der Osterreichischen 
Kredit-Anstalt. W. Frprern. Ein Verfahren zur Ermittlung 
gleichwertiger Einkommen in verschiedenen Landern. H. STAEHLE. 
Gegenwartsfragen der inneren Kolonisation. K. A. WITTFOGEL. 

JuLy, 1932. Cournotsche Gleichungen fiir beschrinkten Wettbewerb. 
W. G. WarrenscumiptT. Sozialer Aufstieg und Klassenschichtung. 
S. Riemer. Gegenwartsprobleme der dsterreichischen Wirtschafts- 
politik. M.S. Braun. Die naturlichen Ursachen der Wirtschafts- 
geschichte. K. A. WITTFOGEL. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


JUNE, 1932. Die dkonomischen Grundbegriffe Kapital, Vermdgen, Ein- 
kommen, und Ertrag, in Finanzwissenschaft und Steuergesetzgebung. 
E. H. Vocru. Struktur und Rhythmus der Weltwirtschaft. F. 
EULENBURG. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


May, 1932. Die Fiktion in den Wirtschaftswissenschaften. A. Som- 
MER. Der Konjunkturaufschwung und seine Verursachung. EK. 
CARELL. 

JuNE, 1932. Zur Soziologie der Bohéme und ihrer Zusammenhinge mit 
dem geistigen Proletariat. R. Micuets. Denkrichtungen in der 
mathematischen Ocekonomie und Statistik. P. Lorenz. Ueber den 
Kapitalbegriff in der Forstwirtschaft. M. Lorry. 


Vierteljahrshefte zur Konjunkturforschung. 


SONDERHEFT 26. Der Immobiliarkredit. G. KoKkoTKIEWIoz. 
SONDERHEFT 27. Entwicklungstendenzen in der Hierwirtschaft. H.v.D. 
DECKEN. 
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Finamzarchiv. 


Banp I, HerrlI. (NewSeries.) Zukunftsprobleme der Finanzgeschichte. 
C. Brinkmann. Zum Problem der éffentichen Kapitalwirtschaft. 
G. CoLm. 


Metron. 


Marcu, 1932. Intorno alla curve di concentrazione. C. Gint. Early 
Population Records in Spain. P. G. Ever. Il reddito privato 
degli Italiani nel 1928. LL. Metrapd. 


Giornale degli Economist. 


Marcu, 1932. JI limite della trasferibilita dell’ imposta. A. G. CANINA. 
La curva paretiana di distribuzione dei redditi e le illazioni che 
suggerisce. A. LanzitLo. The writer holds that Pareto’s law of 
the distribution of incomes is unquestionably valid, and that this 
distribution is a result of the inherent nature of Man. Inequality 
being a law of nature, the equalisation of incomes cannot be in 
conformity with a true conception of social justice. Pareto’s law 
demonstrates the fundamental impossibility of communism. 
Istituzioni estere affini al Consiglio nazionale delle corporazione. G. 
Bassani. Some brief notes on national economic councils in 
Portugal, Spain, Denmark and Belgium. J trasporti maritimi. 
G. Mortara. The chapter dealing with maritime transport repro- 
duced from Professor Mortara’s Prospettive Economiche for 1932. 


La Riforma Sociale. 


Marcu—Aprin, 1932. Camillo Supino. A. Graziani. Il problema 
della seta in Italia. E.Grretti. An article on the present position 
and difficulties of the silk industry in Italy by the writer, who is 
himself a silk-spinner. Produzione e commercio dei concimi 
fosfatici in Italia. A. v1 Staso. Decreti veneti sopra i domestici. 
F. Luzzarro. Perché la cooperazione di produzione ha consequito 
scarst progressi. B. Riacuzzi. Some interesting observations by 
a co-operator on the problems and difficulties confronting co- 
operative production. Confessioni di un industriale. PROFESSOR 
EINAUDI reproduces some instructive reflections of a business man 
who has succeeded in maintaining his clientéle and making a profit 
in a competitive industry in the face of hard times. Consigli in 
tempo di crist. G.SacERDOTE JacHIA. La moreta “ neutrale” in 
un libro del Dr. Hayek. A. Cantati. A review article, partly 
critical, but largely favourable, dealing with Dr. Hayek’s recent 
book, Prices and Production. 


Annali di Economia. 


G. DEL Vreccuio: F. Y. Edgeworth e le nuove teorie economiche. The 
substance of a lecture given by Professor del Vecchio under the 
auspices of the Serena Foundation of London. The writer regards 
Edgeworth as ranking with Marshall and Pareto among the greatest 
economists of modern times. E. D’ALBERGO: Intorno al concetto 
di costo dell attivita finanziaria. A discussion of the difficulties 
involved in any attempt at estimating the cost of the financial 
activities of the State. G. Bassanrt: La politica economica e 1% 
trattati di commercio dell’ Italia dall’ unita alla guerra. A critical 
account of Italian commercial treaties from 1860 to 1914. 
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De Economist. 


FeBruaRy, 1932. Rubber. G. A. P. Weyerr. A _ comprehensive 


article on the economics of rubber production. The importance 
of rubber is recent and is due to the automobile. In the develop- 
ment of rubber there was greater risk than elsewhere, especially 
at the beginning. Figures as to the growth of the industry are 
difficult to obtain. In addition, rubber is not homogeneous in 
quality. Different results also are obtained from different systems 
of tapping, and there has been an improvement in quality with 
cultivation. Rubber differs from other products in that it is not a 
“harvest ” in the ordinary sense of the word; it is “forced” by 
man. The native growers of rubber (?.e. in Java) are subject to 
different motives from the European planters, and it is not possible 
to say how they may react to changes in price. The article con- 
cludes on an optimistic note. It cannot be said that there is 
permanent over-production, or that capital sunk in rubber is pre- 
cluded from yielding profit. The figures for consumption show a 
steady trend upwards, and it is impossible to foretell future uses. 
Beschouwingen over onzen Buitenlandschen Handel in de na-oor- 
logsche-depressie, II. W.L.Vatx. A continuation of the study of 
Dutch foreign trade with reference to the crisis of 1920 and of to- 
day. Figures for the export and import of “ animals and similar 
products ” are analysed in the utmost detail from 1919 onwards. 
Une application erronée des mathématiques a V’économie politique. 
G. H. Bousquet. A criticism of the “false application of mathe- 
matics to Political Economy ”’ inherent in the appendix to Mr. van 
de Woestijne’s article on rationalisation in the previous October 
number. 


Marcu, 1932. Henige beschowwingen over de historische betrekkingen 


tusschen godsdienst en kapitalisme. P. J. Bouman. A discussion 
of the thesis advanced by Weber in his Protestant Ethic, and of 
subsequent literature on the same subject. In addition to the 
criticisms advanced by Brentano and Sombart, the writer deals 
with and summarises Tawney, Religion and the Rise of Capitalism ; 
Warner, The Wesleyan Movement in the Industrial Revolution ; 
Grubb, Quakerism and Industry before 1800, and Beins, Die 
Wirthschaftsethik der Calvinistischen Kirche der Niederlande, 1565- 
1650. His criticism of Weber is summarised in five points. (i) 
Weber under-estimated the influence of Catholicism on economic 
development. (ii) By virtue of the great importance he attached 
to economistic-rationalistic behaviour, his definition of capitalism 
was too narrow. Certain aspects of capitalism were hindered 
rather than strengthened by the oldest forms of Calvinism. (iii) 
He devoted too little attention to certain non-religious factors, 
which were favourable to the formation of economic rationalisation. 
(iv) He did not always correctly interpret his sources. (v) More 
recent literature shows that Weber saw too much continuity in the 
development of Calvinism. The oldest Calvinism, especially in 
England and Holland, was conservative and anti-capitalistic. 
Productiebeperking, I. I. CRansBERG. A discussion of the con- 
sequences of limitation of production on economic life viewed as 
a whole, and in particular its alleged effects in mitigating economic 
crises. The losses to society of a restrictive policy are indicated, 
and it is argued, on the specific point more particularly considered, 
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that so far from encouraging restoration, it hinders recovery, since 
it diminishes purchasing power. Demand arises normally from 
production, and each new restriction, however advantageous it 
may be to those immediately concerned, postpones the return of 
general well-being. Conscious limitation of production is only 
justifiable in one branch of an industry, if simultaneously it is 
combined with extension elsewhere. While limitation of produc- 
tion is not the cause of the outbreak of the crisis, it is one of the 
principal causes of its deep corrosion and long continuance. De 
Rationalisatie en de vraag, I. W.J. VAN DE WoESTIJNE. A con- 
tinuation of the article in the October number. The fall in the cost 
of production arising from Rationalisation is illustrated by reference 
to soap, boots, rubber and other industries. The article also dis- 
cusses the relation of rationalisation to unemployment and the 
effects of price variations on demand for various kinds of goods, 
with examples. 


APRIL, 1932. Opzettelijke vermeerdering van koopkracht. EMILE VER- 


vieRS. An analysis of the meaning of purchasing power and a con- 
sideration of the problem whether, in times of depression, intentional 
increase of purchasing power is possible. Purchasing power is the 
sameas total production in a given period, but the purchasing power 
operative may be affected by the mental outlook of those concerned. 
Material purchasing power may be the same, but the effective 
purchasing power is smaller in times of depression. There is thus 
an actual purchasing power and a potential purchasing power, 
influenced by the imagination, and these are not identical. Hence 
inflation, in a wider sense than that in which the term is ordinarily 
used. The policy of increasing purchasing power by high wages 
falls under this head, and the theory is exemplified by the American 
boom of 1927-29, which made purchasing power the source of 
well-being and represented advertisement as a fourth agent of 
production. Each new artificial increase of purchasing power, 
however, occasions new dearness and hampers the market, so that 
further} artificial increase of purchasing power becomes necessary. 
In time the potential element in purchasing power works no longer, 
and there is a transition to deflation. The effects of increased 
purchasing power are shown to depend on the psychological factor 
which differs in the upward and downward phases of the cycle. 
Throughout there is emphasis on the importance of the mental and 
psychological factor. Man is anything but an economic animal; 
in economics it is the imponderabilia which count. De Rational- 
isatie en de vraag, II. W.J.VAN DE WoxEsTIJNE. A continuation 
of the previous article, comprising (i) a discussion of the cost-price 
curve; and (ii) a consideration of the position of rationalisation in 
regard to distribution. Rationalisation is in the main confined to 
the sphere of production. Figures are cited showing the increased 
cost of distribution and of the numbers therein engaged. The 
forces of production are in various ways pressing for a new system 
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May, 1932. Verstarringsverschijnselen in de kapitalistische Maat- 


schappij. R. VAN GENECHTEN. A general discussion of present 
tendencies in the structure of capitalistic society. Vrijhandel en 
economisch herstel. J. OoRTWIIN BotsES. Protectionist criticism 
of Professor Bordewijk’s article in the January number, with a 
reply by Professor Bordewijk. 
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